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LEGISLATION CONCERNING LONG-TERM UTILITY 
CONTRACTS 


TUESDAY, APRIL 28, 1953 


CoNnGRESsS OF THE UNITED STaTEs, 
Joint COMMITTEE ON Atomic ENERGY, 
Washington, D. C. 

The joint committee met, pursuant to call, at 3:10 p. m., in room 
F-88, the Capitol, Hon. W. Sterling Cole (chairman) presiding or, 

Present: Representative Cole: Senators Millikin, Bricker , Johnson 
of Texas; Representatives Hinshaw, Van Zandt, Patterson, Jenkins, 
Durham, Holifield, Kilday. 

Also present: William L. Borden, executive erie Messrs. 
Hamilton, Heller, Mansfield, and Cotter of the committee staff. 

Chairman Cotes. It had been planned at our last mee dita that the 
Commission would appear today to discuss with us its budget situation 
for the year 1954. The Commission advised me yesterday afternoon 
thai it was not in position to discuss that matter since the views of 
those interested had not been crystallized to the point where they 
could come up and present anything concrete. 

However, there was another matter of some urgency in which the 
Commission is interested. Dr. Smyth is here this afternoon repre- 
senting the Commission, and we would be glad to hear him at this 
time. 


STATEMENTS OF HENRY D. SMYTH, COMMISSIONER AND MARIAN 
W. BOYER, GENERAL MANAGER; ACCOMPANIED BY EUGENE 
M. ZUCKERT, COMMISSIONER; GEN. K. E. FIELDS, MILITARY 
APPLICATIONS; R. W. COOK, DIRECTOR OF PRODUCTION; 
WILLIAM MITCHELL, GENERAL COUNSEL; HAROLD PRICE, 
DEPUTY GENERAL COUNSEL; EDWARD L. TRAPNELL, CON- 


GRESSIONAL LIAISON; AND FRANK McCARTHY, FINANCE 
DIVISION, ATOMIC ENERGY COMMISSION 


Dr. Smyru. Thank you for the opportunity. 

Chairman Coxx. Very well, Doctor, proceed on the other matter. 

Dr. Smytu. I have a rather long opening statement here, but I] 
think it will probably pay to read it because I believe it will answer 
most of the questions that might be raised about this matter. 

The Commission is appearing today to request the joint commit- 
tee’s assistance in securing legis lation to permit the Commission’s 
entering into long-term contracts for the purchase of power. We 
need the authority being requested so that we can proceed to pur- 
chase the electric power required for producing U-235 in the new 
gaseous diffusion plants that were recently authorized by the Congress. 
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2 LEGISLATION CONCERNING LONG-TERM UTILITY CONTRACTS 
* Last month we transmitted to the House and Senate Appropriations 
Committees a request to modify the limitation that had been pls weed 
in the 1953 Supplemental Appropriation Act upon the Commission’s 
authority to enter into contracts for supplying power to the expan- 
sion program facilities authorized by the Congress in July 1952. 
Under the present limitation we have been able to enter into interim 
arrangements with each of the three power groups involved. These 
arrangements will expire on August 1. We are anxious to secure a 
modification of the present power language well before that date so 
as to avoid a situation that might delay operation of the power 
plants now being built. 

We appeared before the a ‘committee of the House Appropriations 
Committee on April 2, 1953, to testify on the urgent need for modifying 
the power language in the First Supplemental Appropriation Act of 
1953. We had expected that the revised language proposed would be 
included in the independent offices appropriation bill, while the 
appropriation for the atomic energy program would be included in a 
later bill. The independent offices appropriation bill as reported out 
by the House committee on April 17, 1953, failed to include the 
modified provision. We are unaware of any objection on the part of 
the House committee; we understand that they simply planned to 
handle it later in connection with the Commission’s appropriation 
request. 

In subsequent hearings before the Senate Independent Offices 
Appropriation Subcommittee on April 21, 1953, we emphasized the 
importance of securing the necessary legislation promptly and ex- 
pressed our concern that postponement of this legislation for con- 
sideration in connection with our 1954 appropriation could result in 
our not obtaining the legislation before the expiration of the interim 
agreements. During these hearings Senator Saltonstall, the chairman 
of the Senate Independent Office Appropriations Subcommittee, 
suggested that the required authority might be more appropriately 
handled as a legislative item rather than as a provision in an appropria- 
tion bill. Following the Senate hearings, we discussed this suggestion 
with Congressman Phillips, the chairman of the House Independent 
Offices Appropriation Subcommittee, who indicated that he would 
have no objection to handling the legislation in this manner. 

With this background, we are asking the Joint Committee to initiate 
action necessary to secure enactment of such legislation. A draft has 
been furnished the joint committee. 

I should like to explain to the committee the reasons for the changes 
in appropriation language that have been proposed. 

Senator Mruuirkin. Mr. Chairman, may I request, what was the 
theory of doing it in that way? 

Dr. Smyru. The theory was that this would be—I am no lawyer as 
you very well know, Senator Millikin—that this would require sus- 
pension of the rules if it were attached to an appropriation bill. 

Senator Miuurkrn. As legislation? 

Dr. Smyru. As legislation. And it might be more appropriate to 
to do it in this other fashion. 

Senator Jonnson. I assume on the theory that not all the legisla- 
tion should necessarily come out of the Appropriations Committee. 

Senator MiLurkin. I was wondering why they were making an 
exception in this case. 
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Representative Durnam. I would like to ask, did the Commission 
notify the committee of this action, or is this the first notification? 

Dr. Smyru. We spoke to Representative Cole about it yesterday 
and sent a letter up to him. I believe that was the first notification. 

Representative Hinshaw. When we get into the act, we can legis- 
late, but you wait until the last moment and then ask us to legislate. 
That is what I object to. This has been going on for a couple of years. 

Representative DurHAM. We discussed it quite thoroughly last 
year in the committee, and at that time, as I remember it, legislation 
was to be proposed to this committee. 

Representative VAN Zanpt. That is right. 

Representative DurHaAm. I am not sure whether that is correct or 
not. It was on this specific item we had a discusston here. Senator 
Anderson raised the question. 

Representative Van Zanpt. Mr. Chairman, referring to the rider 
of last year, was it legislation on the appropriation bill or was it 
simply a rider that would expire with the appropriation measure? 

Representative HinsHaw. It was legislation in an appropriation 
bill, and we distinctly waived points of order by resolution. 

Senator Bricker. It was put in in the Senate committee and taken 
out in conference. Is that not right? 

Mr. Boyrrr. May I comment here, Mr. Chairman? 

Chairman Coie. Mr. Boyer. 

Mr. Boyer. This started out by our requesting funds to take care 
of the cancellations, and then in the discussions with the Appropri 
tions Committee the suggestion was made that if we put in Eadhaads 
we could avoid tying up these funds. So it started out as a fund 
legislation, and then the Appropriations Committee came out with 
language, and there was a floor amendment which put in the $57 
million limitation. When it got over into the Senate, we asked that 
the $57 million limitation be removed because that would not mak 
it possible for us to make contracts to upp rly the entire amount of 
power required. ‘The discussions on the floor of the Senate indicated 
that we should make interim a rreements and then come ack and 
ask for a change in the legislation this year. 

So we introduced it by starting it through the Appropriations Com- 
mittee, but since our appropriation bill was not up for consideration 
the y failed to include the language in the aa pendent offices bill that 
was reporte ‘d out. 


Representative DurnHam. This committee has got to have authori- 
zation power sooner or later. 
Senator Bricker. Was not $300 million the figure requested in t! 


appropriation bill? 

Mr. Borer. We had in that bill $377 million, as I recall, originally 
Then there was a deletion because of the desire not to tie up the 
dollars. I think you made the suggestion in here, I believe, Senator, 
there ought to be some way to cut that out and not have the dollars 
tied up. 

Senator Minurkin. I think Senator Saltonstall made the suggestion 
in the Appropriations Committ for the language later taken out 
in conference. Is that right? 

Mr. Boyer. No. The language was put in on the floor amend- 
ment which was offered in the House putting in the $57 million, and 
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the language was all 1 ‘ight without the $57 million. The $57 million 
was the thing that put the limitation on it. 

Senator Bricker. I thought it came originally in the Senate bill 
ecause i aid not think Vou vol it in on time ior action by ihe House. 

Mr. Boyer. It happened in the House 

Senator Bricker. | was mistaken there 

Chairman Cou! . Proceed, Or Sm th 

Dr. Saytu. You will recell that the Supplemental Appropriation 
Act, 1953 Ap] Pe ited funds for construction of additional gaseous 


‘ 


] Y . , | YT joe ‘ a. f ) ¥ 

dif ion plants to produce U- 235 at Portsmouth, Ohio; Paducah, Ky.; 
’ ye 3 ry . — 

meat 0 k Ridge, Youn he act also contained language authori Ing 


the Commission to enter into long-term contracts for electric power te 


operate these plants. But the language included a provision limiiing 


many t 


4 


to $57 million the contingent liability which the Commission might 
obh rate itself to pay as cancellation costs under these electric utility 


The s substitute language, which we submitted to the Congress last 
month with the ipproval of the Bureau of the B 1deet, would do two 
things: 

Kirst, it would remove the present limitation of $57 million as the 
maximum cancellation hhabilits the Commission could assume in the 
power contracts for the new expansion program facilities covered by 
the Supplemental Appropriation Act, 1953. 

Second, it would extend the scope of the language so as to cover 
power contracts existing before June 30, 1952. ‘These contracts pro- 
vide for the pow er requirements of the base program facilities at Oak 
Ridge and Paducah. 

I should like to discuss the reasons for removing the dollar limita- 
tion first and return later to the desirability of extending the language 
to previous long-term power contracts. 

In the Senate floor debate last July on the conference rr port on the 
supplemental appropriation bill for 1953 it was recognized that the 
$57 million limitation would prevent the Commission’s entering into 
definitive power contracts, that we would have to make interim 
arrangements within the limitation, and that we weuld be expected to 
seek relief from the limitation early in this session of the Congress. 

At the present time we have negotiated power contracts with two 
private utility groups for power at Portsmouth and Paducah, and with 
TVA for power at Oak Ridge and for the balance required at Paducah. 
But each of these contracts has had to be negotiated as an interim 
arrangement, because the maximum cancellation costs under the con- 
tracts would greatly exceed the $57 million limitation. As I have said, 
these interim arrangements in each case will expire on August 1, 1953, 
unless the Commission by that time has received authority from the 
Congress to assume the full cancellation liability proposed in the 
definitive contracts. 

Based on current construction costs, the estimated maximum 
cancellation payments would amount to approximately $340 million 
under the provisions of the existing interim agreements and proposed 
contracts. 

Re ~presentative Hoxirretp. Mr. Chairman, may I interrupt to ask 
vhat percentage that is of the total construction costs for these plants? 

Dr. Smyru. I think that will beeome clearer as we go along, Mr. 


Holifield. 
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Representative Hotirretp. Go ahead 

Dr. Smyrx. This maximum is divided among the three utility 
groups as follows: 

Ohio Valley Electric Corp., for Portsmouth, $140 million; TVA, for 
Paducah and Oak Ridge, $131 million; and Electric Energy, Inc., for 
Paducah, $69 million. 

This maximum estimated liability is based upon the most costly 
conceivable conditions of termination. Such costs it is true would 
arise if-—and the improbability of all these happening together should 
be obvious—if the Commission were to cancel its commitments to 
buy power immediately upon completion of the powerplants; if the 
Commission were unable to provide any advance notice to the power 
rr’¢ ' and if the Commission’s power demand were to be totally 
elimin: ited, and not just curt: ailed. This is the only possible combi- 
nation of assumptions we can make in trying to arrive at a figure of 
maximum cancellation costs. 

We believe it is unreasonable to assume that the Commission 
would, without adequate notice, close down each of the three gaseous 
diffusion plants at the time the plants supp) ying — r have just been 
completed. Instead, we might reasonab ly expect that the production 


facilities would be operated for a considerable period after construc- 


tion of the powerplants and that advance notification of cancellation 
would be given. In this case the cancellation costs would be only a 
fraction of the maximum figure. 

The essential purpose of the proposed legislation is to provide a 
guaranty that cancellation costs will be paid by the Commission, if 
the contingencies should arise that are contemplated in the contracts. 
It is quite clear why the nnenon must be prepared to assume 
the contingent liability for paying full cancellation costs. The pri- 
mary reason is that each of the utility groups providing these large 
blocks or power would require several years to absorb into its system 
the generating capacity that would be av: niet if the Commission 
found it necessary either to curtail sharply or discontinue its demand 
for power. During this period of transition, each of the groups would 
have to carry a Jarge burden of fixed charges. These consist of such 
items as depreciation of plant and equipment, maintenance costs, in- 
surance, taxes, interest on borrowed money, and return on equity 
investment. 

Now I would like to return to the second major change in Janguage 
the extension of the language to include long-term power contracts 
previously in existence. 

Under the 1953 supplemental language, which covers power con- 
tracts only for facilities in the current expansion program, it is not 
necessary for the Congress to appropriate funds now to cover the 
Commission’s contingent liability for the cancellation costs of these 
contracts. Therefore, we would expect that any cancellation costs 
which actually require payment would be covered by future appropria- 
tions, either to be requested or available at the time. 

With respect to the previously existing power contracts, the Com- 
mission has already received $50,600,000 of appropriations to cover 
its cancellation liabilities under these contracts to June 30, 1953. In 
addition, the Commission would require $10,900,000 in fiscal year 
1954 to meet the growth in contingent liability in that year; this 
amount was included in the original 1954 estimates submitted to the 


oups 


oO 
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Congress in January of this year. Now, if the proposed language 
covering these existing contracts is approved by the Congress, then 
the amount previously appropriated plus that required in fiscal year 
1954 for this purpose, or a total of $61,500,000, can be applied against 
the appropriation requested for the Commission in the January 
budget submission for 1954. This was done in our recent review and 
revision of 1954 re quire ments. 

In appearing before you today we not only ask your approval of the 
proposed legislation, but also urge the Joint Committee to take 
measures as soon as feasible to secure enactment of the proposed leg- 
islation. Further delay may result in slowing down the construction 
of the power plants needed for the expansion program facilities that 
have already been authorized by the Congress. 

(The proposed act is as follows: 


4 BILL To amend the Atomic Energy Act of 1946, as amended 


Be tt enacted by the Senate and House of Re presentatives of the United States of 
America in Conaqress assembled, That section 12 of the Atomic KE nergy Act of 1946 


as amended, is amended by adding a new subsection (d) as follows: 

‘(d) The Atomic Energy Commission - authorized in connection with the 
construction and op¢ ration of the Oak Ridge, Paducah, and Portsmouth installa- 
tions of the Commission, without re; nod 40 duelian 3679 of the Revised Statutes 


as amended, to enter into new contracts or modify or confirm existing contracts 
to provide for electric-utility services for periods not exceeding twentv-five years, 
and such contracts shall be subject to termination by the Commission | ‘pon pay- 


ment of cancellation costs as provid d in such contracts, and any a ppropriation 
presently or hereafter made available to the Commission shall be available for the 
payment of such cancellation costs: Provided, That the = proviso under the 
appropriation to the Commission for ‘Plant and equipn in the Supplemental 


Appropriation Act, 1953, is hereby repealed.” 


Dr. Smyru. Now I see this does not really meet your question, Mr. 
Holifield. Could you answer it, Mr. Boyer? 

Mr. Boyer. In answer to your question, Mr. Holifield, the power 
facilities constructed to supply this demand will run slightly in 
excess of a billion dollars—$500 million to $550 million for private 
and something in the order of $500 million for TVA. 

Representative VAN Zanpt. That covers all three plants? 

Mr. Boyer. That covers all three plants. 

Repr sentative HouiFrieLp. Your cancellation clause, though, 
would only apply to the private contractor 

Mr. Boyer. No, the cancellation clause that Dr. Smyth referred 
to would cover cancellation for the contracts with the Ohio Valley 
Electric Co., the Electrical Energy, Inc., and the TVA. 

ee Houirietp. May I ask if the amount which is 
asked t » pay cancellation would only be applical le to priv ate com- 
eee tg You would not pay TVA anything if you canceled coatracts 
with them? 

Mr. Boyer. Well, TVA has advanced a ceyunens that they must 
run their business—they have been instructed by Congress—to run 
their operations in a business-like manner, and th it they must be in 
a position to absorb the cost of the demands made when there is no 
consumption from those facilities. And in order to meet their 
understanding of the wishes of Congress to return their investment 
and handle their business in a businesslike way, they have insisted 
on cancellation clauses the same as the private companies. 
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Representative Holifield. Then the percentage could be arrived at, 
the maximum percentage of the amount could be arrived at by dividing 
$340 million into a billion? 

Mr. Boyer. Right, roughly 34 or 35 percent as a maximum. 

Representative Honirietp. ‘That is on a sliding scale over a 
25-year period? 

Mr. Boyer. That is right. 

Representative Houirietp. And do you have a saving clause in the 
contract so that if the maximum distribution of power produced by 
these companies occurs to private sources before the end of the 25-year 
period, the Government would be eliminated from cancellation costs? 

Mr. Boyer. Well, it varies with the different contracts. In each 
contract there is a notice period, and that varies from the case of the 
first portion of it, the Electric Energy, Inc., contract of 1-year notice 
up to 3 years for the first 10 years of the second portion of the EEI 
contract. During that notice period we have to pay a demand charge. 

In other words, that is the period that we can take the power. 
We can give the notice, we can take the power. And if we anticipate 
a cancellation, we would take power, and there would be no costs 
due to the notice period other than the normal costs for electricity. 
However, if you are not able to take any power during the notice 
period, then we must pay the demand charge during the notice 
period and then a cancellation charge subsequent to that. That 
varies. In the case of the Ohio Valley Electric Co. it is eliminated 
after 11 vears, and in the case of the first portion of the EE] contract 
it is eliminated after about 9 years. The second portion, however, 
it decreases and runs for practically the full life of the contract. 

Representative HouirinLp. Have you answered my question in 
your response there? As | understand it, this is to protect the Ohio 
Valley Electric Co.’s capital investment of the grounds that they 
cannot dispose of the maximum amount of the current for which we 
contract? 

Mr. Boyer. That is right. 

Representative HOLIFIELD. Is it a one-shot cancellation cost at the 
termination of the Commission’s contract, or is that cancellation 
figured each year thereafter? Say, if you terminate at the end of 
15 years, do you figure the cancellation costs in relation to the amount 
of distribution which the corporations have of this amount of energy 
which we contract for each year? I hope I have made myself plain. 

Mr. Boyer. I think I understand the question there. To be sure I 
do, let me answer one portion. 

If we were to cancel after the plant is constructed and in operation, 
and let’s say that tomorrow we will take no power and we are out, we 
would then figure out a payment that we would make under the sched- 
ule that is in here, and that would completely discharge the Govern- 
ment’s obligation. 

On the other hand, you had another portion of your question which 
asks as to the basis of how you figured this reduction in cancellation 
costs. ‘This is figured on the assumption that their powerload will 
grow by 6 percent per year, compounded over the life of this contract. 
And they have figured on their ability to absorb this power into their 
system on the basis of that growth. 

Now, then, they have told us that if in the history of the contract 
up to the time that cancellation has occurred the growth would be 
greater than 6 percent, they would give us the benefit of that. 

384732—53 2 
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Representative Hourrieitp. But they a not told vou that 1f the 
rrowth is greater after the contract is cencelled ae an this formula, that 
there would be a refund to the Gove cent 

\ir. Boyer. No, there is no provision like that, for the reason that 
th. \ take all of the risks whether the scrowth Is greater or less. But 
they have agreed that if the exnerience during the time the eontract is 


in effect shows that their growth is greater than the base used here, we 
will vet the benefit of that in reficuring the canes llation costs. 


Representative Durnam. Is_ there ~ way to figure out the 
amortization of it on the basis of what information you have at the 
present time as to the actual end results to the comp: s, whether you 
are paying them 2 percent or 5 percent or 10 percent or 25 perce te 
That is what I am getting at on this kind of a contract, because there 
is no history of any such type contract, is there, at the present time? 

Mr. Borer. That is right. Are you addressing your question, 
Mr. Durham, as to what their profit is going to be under the contract? 

Representative Durnam. That is right, that is what I am trying to 
get at. 


Mr. Boyer. I think I can answer it this way: That under the 
contract it is figured that we will guarantee them 8 percent return, 
after taxes, on their equity capital. 

Representative DurHam. Then you try to base this contract on an 
8 percent return? 

Mr. Boyer. On their equity capital, and their equity capital 
only runs $20 million out of the $400 million that roughly is to be 
invested in here. 

Representative DurHAm. That raises a different question on the 
equity capital, does it not? I thought you were basing this on capital 
outlay. 

Mr. Boyer. No, only on equity capital. And they tell us they do 
not want to put equity capital in this investment because this is less 
than their experience in equity capital in the utility business. 

Representative Durn AM. You mean you are going to sign a contract 
here on equity capital for 25 years? 

Mr. Boyer. That is ake. And they say they do not want to put 
the money in. 

Representative Ho.irietp. I am not sure that I understand all the 
answers to my questions, but if I do understand it, I am not satisfied 
with the response. 

In the first place, I think what you are doing here is guaranteeing 
these companies in this against cancellation, but you are not pro- 
tecting the Government’s interest after cancellation to the extent of 
an increase in the private consumption of their power over and above 
the amount that you, that is, up to their capacity—let us put it that 
way—that the Commission uses. 

Senator Miuuikin. I think that is a pretty good question, Mr. 
Holifield, and I would like to be satisfied on it too. 

Representative HouirieLp. If this be true, if we are going to 
guarantee them—and I think we should—against loss of capital 
investment, I do not think the guarantee should be a one-way street. 
I think it should protect the Government in that guarantee, providing 
that protection over the latter part of the 25- -year period is not 
necessary. 

Representative DurHam. What I am trying to find out is what it 
is based on—equity capital or capital outlay. 
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Mr. Boyer. It may help you if you look at page 8 of the justifies 
tion. That shows the table of estimated cancellation costs of the 
Ohio Vall \ Electri OF rp s Conuract. 

You will notice that there is the cancellation notice given on certain 
dates, and then the cancellation is effective on certain dates. That 
is a 24-month notice. Then there is the cost during the notice period. 
Now that is the modified demand charge that we would pay if we took 
no electricity at all during the notice. However, we can take elec- 


tricity in the full amount during the notice period and pay the normal 


rate, 1n which case there would be no notice costs. 


Representative Di RHAM. In words, f vou clive the notice on 
to : 


oth er 
June 30, we would be subject to 2 years’ payment, which would amount 


to about $36 million? 
‘ : ae Saree ‘ , ‘ ; . 
Mr. Boyer. $57 million is the cost during the notice period after 


June 30, 1956. You can take the electricity all during that period. 
So if you foresee that you are going to cancel out 2 years ahead of 
time, you give them notice 2 years ahead of time, in which case you 
take the electricity and all you pay is the regular rate for the 
electricity. 

Representative DurHAM. But you pay them regardless of whether 
you take it or not, do you not? 

Mr. Boyer. That is right. You told them to build the plant, and 
you have to pay a demand charge. 

Then you look at the next column, and that shows the cost at the 
end of notice period. In other words, you start out, and if you serve 
notice on June 30, 1955, you cancellation costs per se is $66 million. 
And that runs down until it gets about the end of 11 years and you 
pay no cancellation costs. 

I think, Mr. Holifield, if you were to ask them, say, put in.a factor 
that would go further than they have as far as giving you the benefit 
of any increase in consumption afterward, they would want you to 
extend the period over which you could cover the cancellation costs, 
if | make myself clear. Because they take a risk after 11 years that 
they can absorb this power into their system, and they are not charging 
the Commission anything for cancellation if the notice is given after 
11 years. 

Senator Mituikin. Suppose that the notice period has expired, 
that they have developed a new market. It might even be a Govern- 
ment facility that would take the same amount of power. Then 
what? Would you still have to pay? 

Mr. Boyer. Pardon? Was the question, If the Government has 
another 

Senator MiLuiKin. I did not see any difference between the Govern- 
ment and some private source which developed. If the notice period 
has expired, if the company, instead of sending the power to the 
installation that was figured on, sent it to a private installation, 
a new one, do we still have to pay these cancellation charges? 

Mr. Boyer. That is right, because they take the risk whether they 
can deliver it or not. 

Senator Mriuiiktn. But that is a one-way risk. If this new source 
develops, there is no risk. If it does not develop, then there is an 
opportunity for recoupment under this formula. But the formula 
runs in just one direction, it seems. It assumes there will not be any 
absorption of power. 
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Mr. Boyer. I am sorry, Senator, if I gave you that impression, 
because this schedule, which in this contract runs out at 11 years, 
assumes there is this growth of 6 percent in their ability to absorb 
this power. So all this cost represents is carrying the demand charges 
while they are absorbing that power. 

Senator Mixurkin. I understand the 6 percent assumption, but 
I am testing the validity of it. 

Supposing that a large source of power revenue developed— 
we are taking an extreme case, just as you take an extreme case in 
figuring that the whole thing will end on the other side. 

Mr. Boyer. Right. 

Senator Miturkin. Let’s take an extreme case, that immediately 
they find a market for the same amount of power. Nevertheless, 
we would have to pay them on the assumption of 6 percent? 

Mr. Boyrr. That is correct. Now then you can take the assump- 
tion that they did not sell any of the power, and at the end of this 
period thay had the total investment on their hands. They would 
have to carry that. I feel quite sure that they would be very happy 
to make a contract with us under which we would pay the demand 
charges during the time that they did not have a customer for the 
purchase, and they would give us the full benefit of any customers 
that they got. 

Senator Minuir«rn. I can see the equity completely on reimbursing 
them for loss of markets. I can see that completely. But I am not 
so sure it works the other way, that they should not be reimbursed 
if they find the markets. Is that the point you have in mind, Mr. 
Holifield? 

Representative Houirietp. Exactly, Senator. And I would like 
to ask this further question: How is this amount of $66 million ar- 
rived at? Is that arrived at as a basis of complete protection to 
them or partial protection? 

Mr. Boyer. That is arrived at on the basis that the rate of growth 
will be 6 percent, and that this represents only the cost of carrying 
that unused portion until it can be absorbed under the 6 percent 
schedule. If they do better than 6 percent after this cancellation has 
taken place, they should save some money. If they do worse, it will 
cost them money. 

Representative Duruam. Their profit is also included in this item, 
isitnot? Itis bound to be because you have the same contract exist- 
ing here whether you take it or whether you do not take it. 

Mr. Boyer. Yes, but you could cancel out, Mr. Durham, and when 
you cancel out, then you have paid their demand charge, a modified 
demand charge which permits them to absorb this at the rate of a 
6 percent growth. And if they do not grow at that rate, they are 
going to lose money. If it grows faster than that, they are going to 
have a slight advantage. In other words, there is a risk and there is 
some return for the risk. 

Representative Durnam. Where is the risk on the part of the power 
companies? I cannot see that. 

Mr. Borer. Well, there are two things: In the first place, they have 
told us that if over the life of the contract the growth is greater than 
6 percent, they will refigure this schedule taking in consideration that 
greater growth. 

Representative DurHam. That is not in the contract, is it? 
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Mr. Boyer. Ye3; it is in the contract. 

Senator Minuik1n. Then that is the answer. 

Representative Durnam. I understood it was not in there. 

Representative JENKiIns. Mr. Chairman, it might be if I give an 
illustration of the physical properties down there, the way they are 
now. They are all down in my section. For instance, the Ohio 
Power Co., which is a subsidiary of the American Gas & Electric, 
built a plant there about 2 years ago. They had 2 big units about 
30 or 40 miles from where I live on the West Virginia side of the 
river. They have built there to supply the business in the Ohio 
Valley, and they built the biggest plant in the world, they claim, and 
only finished it 2 or 3 years ago. Now they anticipated that this 
would be sufficient for all that te rritory Now here comes the Gov- 
ernment in and 40 miles from where that plant is they built this big 
atomic energy plant. 

I was down there—and, incidentally, from what I know about those 
things, you have got a fine place, doing a lot of business, and the dirt 
is flying, and the money of course is flying. 

But, at the same time, they made an agreement before they started 
to build these additional facilities down there— 
agreement with these power people that they would supply you with 
the power. And here was the reason the power people made the 
agreement—because if they did not, they were afraid the Government 


cuess you made an 


! © ‘1 e T>* 1 ? 1 
would throw a dam in the Ohio River and supply their own power, 

ra ee = : 
and tnen we would a »a little TVA on ou v1 down thi e. mo 
they went to work, 5 companies got together, id they drew up their 


corporation papers t under the title of Ohio \ ma v Electric Co. They 
went to New York and arranged for $400 million of Wall Street money, 
and they started to build these two big plants 

Now they are building one of these plants in my district, and | 
expect they have got $25 or $50 million in it now from the looks of it. 
Then they are going to buil | one down below Cincinnati. And these 
two new plants will supply all of the power they can generate to this 
big atomic energy organization. 

And now they go to work. As I understand, and some of them told 
me early in the game, they tied up the atomic energy as far as they 
can, but they cannot tie them up very far because they are a Govern- 
ment adjunct and did not have the authority to be obligated com- 
pletely. So they went to work and get their money from Wall Street, 
and they take that risk. . 

Now they are building two gigantic power plants, the biggest in 
the world, to supply this great organization. They have an under- 
standing—at least they told me they took on a great risk—that the 
Government could quit anytime, of course, but if it did quit, then 
somebody has got to pay them something. 

Senator MILLIKIN. Yes. 

Representative Jenkins. And that is what this sliding scale is for, 
is it not? 

Mr. Boyer. That is right. 

Senator Miuuikin. I am in complete agreement that the Govern- 
ment should compensate the loss. That is not the question. The 
question is, what if there is no loss? What if they find quickly a 
new source of revenue from an electrical outlet that results in no loss? 
Do we still pay? That is all I am talking about. 
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Mr. Borer. That is correct 

penat yr MILLIKIN. If they should find Q private power source, 
some big aluminum plant or something of that kind, and find it 
quickly, we would be paying for this dead horse? 


Mr. Boyer. That is right. 

Representative Jenkins. In that connection, Senator, I can say 
that these two plants are located strategically, one about 50 miles 
up the river from the Government plant, and the other one about 
100 miles or more down beyond Cincinnati. They are locating 
them strategically so if the big plant does go down, then these power 
plants can transfer its power back up to Charleston, if anybody is 
there to consume. And the Dow Chemical are bringing a big plant 
in down there close to it, which will probably take a lot of power. 
And the Cincinnati area could naturally assume that other power 
down there. 

So the power companies apparently have been horse trading pretty 
well all along, but they do stand to lose if the Government closes 
the atomic plant down entirely. Somebody ought to pay those 
power companies. 

Senator Mruuikrin. I agree completely. All I am trying to see 
is that we do not pay twice. 

Representative Jenkins. That is right. 

Representative HinsHaw. How would it be if an additional safe 
guard should be placed in the language to give you the right to pay 
that $20 million equity capital and assume the bonds and own the 
property? 

Mr. Boyer. They will not agree to that. 

Representative Hinshaw. Are you sure they won’t agree to it! 

Mr. Boyer. You mean to take over the unamortized portion of 
the plant and paying the outstanding costs? 


» 
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Representative Hinsuaw. No. Take over their equity capital 
and assume their bonds and, of course, acquire the property. 
Mr. Boyer. You are talking about recapture, about paving the 
he investment? We have asked to do that and 
ht 


unamortized cost of t 





have not been viven that righ 

Representative HinsHaw. | am not talking about doing that | 
am talking in the event of cancellation al I : their equity 
Cu ital, saving nem fom any losses, rei l } LOO percent 
on the equity capital, and then, of course, that would also mean an 
assumption by the Federal Government of bonds, would it not? 

Mi Boy Tha Is ri { The \ I v to that 
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this big tential powerpla whi in ti nad t would 

xe t iave the control of that 

Representat LINSH \ yi cours bu ) ha 1 tot il 
estimated AEC cancellation cost in here of $139,635,000 

Mr. Boyer. That is a right. 

Representati Hinsnaw. And neai ( of the 


plant. 
Mr. Borer. No, the cost of the plant 
Repre sentative HinsHANW tlalf of it any 
Mr. Boyvger. The investment here is roughly tbout $400 mullion. 


Repres ntative DurHAM. Do you mean in_ power-producing 
facilities? 
Mir. Boyes. That is right, power-producing facilites, plus some 


il contracts that they have to euarant 
Representative 
ol course, lo not want you folks to clos > down this big plant oOvel 


} 


ENKINS. These two big power plants down there 


there that you are building and then come and tak Ir power plants 
from them and peddle power down through sou ro Ohio yourself. 
They are not going to stand for that, of course 

Chairman Coxe. Let me ask you, Mr. Boyer, what would be the 
situation under the terms of the contract that you now have, if, after, 





say, 3 years, the Commission determines to cancel. The liability on 
the part of the Government is fixed, we will say, at $200 million. Two 
years later, the Commission, due to change in conditions, decides that 
they want to reactivate those plants, put them in bree and 
use that power and continue to use the power for a period of years 
in a volume equal to to your commitment now. Would there a no 
recoupment from them of the $200 million you had paid because of that 
cancellation? 

Mr. Boyer. We do not have a provision in the contract which 
provides for renewing the contract after cancellation has gone into 
effect 

Chairman Coxe. I cannot understand why not 

Mr. Boyer. Well, when you cancel out a contract and you say that 
you are through, then they have to start making their plans for the 
absorption of that. Now if there is any question in your mind that 
you want to use it, then you can cance ‘el portions of the contract and 
use it. Or you could work out, probably, some arrangement with them. 
We do not have a provision — h would provide for making another 
contract with them subsequen ‘nt to the cancells — of this contract. 

Chairman Co.e. This ¢ re t is to last for 25 years? 
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Mr. Boyer. 25 years, with the option to extend, taking into 
consideration the amortization of the facilities. 

Chairman Cote. Does the contract not contain a provision that 
at the end of 25 years there will be a reassessment of the losses or costs 
to the company by reason of any intermediate cancellation or reduc- 
tion in consumption? 

Mr. Boyer. No. 

Chairman Cote. That is caused by the Government. 

Mr. Boyer. We have nothing like that. In other words, we can 
cancel portions of it or we have provisions for canceling portions of 
the contract, or canceling the contract completely. 

Senator MILLIKIN. Ought there not to be an offset? I think that 
is a very pertinent question, because you might have a Congress that 
would shut this stuff all down, and then the next Congress would 
decide to put it back again. Should there not be some equitable 
adjustment found in the contract to take care of that kind of situation 
where they had not gone ‘ the expense of developing an alternative 
market and had not lost anything by the failure to develop an alterna- 
tive market? 

Representative JENKINS. Senator, they have got to pay $400 
million up there to Wall Street. 

Senator Mriirkin. But they will pay it out of the new contract 
or the revived plan, or pay it out of this fund plus whatever markets 
they develop. I do not think your question, Mr. Chairman, con- 
templates any loss to them. 

Chairman Cour. No. 

Senator Miuturkrn. The question contemplates a restoration of 
their markets. 

Chairman Coin. What we want to avoid is their benefiting, profit- 
ing by our cancellation. 

Mr. Boyer. From our analysis of their cancellation costs, it appears 
to us that these funds will permit them to carry their demand charge, 
pay their interest, and carry on their amortization during this period 
of absorption. It does not appear to us to provide a windfall because 
they take a risk. 

Chairman Cour. Only up to 6 percent. 

Mr. Borer. No. I am sorry I did not make the 6 percent clear. 
The 6 percent is the rate of growth of their business. And on the 
assumption that their business continues to grow 6 percent each year, 
they figure that they can absorb this big power load into their system 
with these losses, so to speak, the losses that are shown here. So that 
we are just holding them whole as far as their absorption is concerned. 

Chairman Cour. Up to the time of cancellation? 

Mr. Boyer. No. At the time of cancellation, from the time of 
cancellation until they have absorbed the power. 

Senator Mi.uiK1n. I respectfully suggest, if 1 have understood the 
answer, you have not answered the chairman’s question. Supposing 
that they do not suffer any loss because of a restoration of their 
Government market. 

Mr. Boyrr. You have got to negotiate a new contract. I do not 
believe it is possible to predict all of the things that might take place 
in an arrangement like this. This looks like a straightforward con- 
tract for the supply of power, with the ability to cancel in part or in 
whole. We cannot, I believe, work out ahead of time all of the possi- 
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bilities and combinations that might arise from a cancellation and then 
a restoration. 

Representative Durnam. After notice of 24 months? 

Mr. Boysr. After a notice of 24 months. 

Representative Jenkins. Is this true too, Mr. Boyer——that you 
have the right to all that power they make? They have got to sell 
all their power to you? 

Mr. Boyer. They have to sell us 1,800,000-kilowatt power. That 
is our demand. 

Representative Jenkins. Well, that is considered to be about the 
capacity of the two plants? 

Mr. Boyer. They have put in just a little more than that, but they 
have got to give us some bac ‘kup power from their system. 

Representative Jenkins. They have got to furnish power to you, 
and you have got to take it and pay for it; but if you throw in the 
sponge, then of course they still have their plant, and they are going 
to lose a lot of money because they will not have any place to sell the 
power. 

Senator Miturk1n. I do not believe they should lose any money. 
I am simply talking about if they do not lose money, could we not 
have some equitable clause in there that will safeguard if there is a 
restoration of their market by the Government before they have lost 
money in trying to develop a new market. Is it not possible to put 
that kind of a clause in there, Mr. Boyer? 

Mr. Borsr. lf I understand, Senator, what you are saying, you 
think if you served notice of cancellation but then decided before the 
notice period was up that you would like to restore the demand, you 
would like to do that only after paying them for their actual costs of 
trying to absorb this power. 

Senator MiuurKin. Let’s forget that notice period. Let’s assume 
the cancellation is completed. Let’s assume that after that is com- 
pleted one of these plants to which it is supplying power is restored 
to operation and the power company at once has its market back. 
Therefore, it suffers no loss. There would be some loss, but it suffers 
no great loss. Should we continue to pay these penalties after we 
have restored their market? 

Mr. Boyer. But you have paid the cancellation costs as a lump 
sum payment at the time the cancellation went into effect. 

Senator Miuuikin. I thought there was a sliding scale payment. 

Mr. Boysr. There is, but that depends ape when you cancel, not 
after you cancel to keep paying year after yes 

Senator Bricker. Based on the experience pn 

Mr. Boyrr. It becomes less and less as you cancel later in the life 
of the contract. 

Senator MiILuikin. In a contract that calls for liquidated damages, 
it is very easy to mitigate the contract to the extent there are no 
damages. I mean that is a common procedure in the law. I cannot 
understand why we do not have some protective device here. 

Mr. Boysr. I think you do have, Senator. 

Senator Mriurkin. That is what I am trying to get at. 

Mr. Boyer. I would feel sure that the Ohio Valley Electric Co. 
would be delighted to make a contract with the Government in which 
is said the Government took the responsibility for losses as a result 
of cancellation and got the benefit of any market which developed as a 

34732—538-——8 
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result of cancellation. And my personal opinion is that would be to 
the disadvantage of the Government. 

Chairman Cote. Why? Explain why that would be disadvantage- 
ous. 

Mr. Boyer. For the reason that you are taking, then, the complete 
responsibility for their finding a market for their power, because you 
want to take all of the advantages, and therefore, to be fair, you should 
take all of their losses in failing to get the market. This w ay they 
have the responsibility of developing that market. 

They have said, ““We have figured this on our normal growth,’ 
and if they make you a contract on that basis, they have got to find 
the place to absorb that power or they lose money. 

Dr. Smytu. If they do not pick up customers at this 6 percent rate, 
then they lose. They are taking the risk of being able to pick up cus- 
tomers after we cancel at a 6 percent rate. If they are not able to get 
customers at that rate, then they do lose money. If they get more 
than that rate, they will gain something. 

Senator Jonnson. Senator Millikin makes the point they pick up 
customers at the 80 percent rate. 

Mr. Boyer. That is a good portion. 

Senator JoHNsoN. That is what is wrong with the contract, too. 

Representative Parrerson. Who loses? That is the question. 

Mr. Boyer. But suppose they do not pick up any customers? 

Senator Jonnson. Theoretically you are paying them when you 
cancel the contract for what they would lose except for 6 percent, are 
you not? 

Mr. Boyer. That is right. 

Senator Jonnson. Suppose du Pont goes in there the day after you 
cancel the contract and they sell all their power to du Pont. They 
have received the money from you that they were supposed to have 
lost, which they have not lost, and they are getting from du Pont the 
cost of the operation. So they have a windfall, have they not? 

Mr. Boyer. Right. Suppose du Pont does not go in and we are in a 
depression and there is no growth in their business. They have got to 
continue carrying these carrying charges all that time. Who wins in 
that case? 

Representative Hotirretp. They lose 6 percent a year. 

Mr. Boyer. I am sure, Senator, they would be delighted for us to 
make a contract with them that would hold them harmiess and get 
all benefits from any market they develop. But I do not think the 
Government wants that type of contract. 

Senator Bricker. The only question then is whether the 6 percent 
growth is a fair figure. 

Mr. Boyer. That is right. 

Representative Houir1eLp. Mr. Chairman, I would like to approach 
this from another angle, if I might. 

Let us look at the ro on page 8 and take number 5. On the 
left-hand side I notice 1962 is the effective cancellation date. Now 
we carry it clear across to the right-hand side, and I see where the total 
cost to the Government would be $121 million. 

Mr. Boyer. That is right. 

Representative Hourie.p. That is the end of the fifth year, is it 
not? 

Mr. Boyer. Right. 
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Representative Ho.irretp. Now can you give me in round figures 
how much you will be paying them a year for power so I can put that 
figure against this $121 million so I can see how many years protection 
we are giving them? 

Mr. Boyer. It will be approximately $60 million a year. 

Mr. Coox. About $58.5 million. 

Representative Houirretp. That gives me a little better idea of 
this. Actually what we are doing, at that time we are giving them a 
total 2-year protection. Or we would spread that same $121 million 
out over a period of 20 years, and you would balance that $121 million 
against 20 times 58, or approximately a billion dollars of expected 
receipts. Is that not right? 

Mr. Boyer. I think that is right. 

Representative HoLiFIELD. Assuming they could deliver 58 million 
a year for the next 20 years? 

Mr. Boyer. Right. 

Representative Houirretp. $1,160 million would be their total ex- 
pense and then their protection would be $121 million against that, 
which is about 11 percent, you might say, protective feature per year. 
If I have figured it right. 

Mr. Boyer. That is right. But if you carry it further down, 
sir—— 

Representative Houirrevp. It gets smaller, I notice, as you go down. 

Mr. Boyrr. Yes. 

Representative Houirievp. For instance, in the 22d year it would 
only cost the Government 8 million to cancel it. 

Mr. Boyer. That is right. 

If I could add something else here, too. My associates were 
pointing out to me the magnitude of this powerload. It is 1.8 billion 
kilowatts and I believe that it represents more power than was con- 
sumed by the States of Tennessee and Kentucky. 

Chairman Cote. A billion eight hundred million what? 

Mr. Boyer. Kilowatt installed capacity. 

Representative Houirievp. I have too little information myself to 
pass judgment on this. I assume this has been carefully worked out 
with a chart over the whole 25 years. 

Mr. Boyer. It certainly has, sir. 

Representative Hotirietp. And there may be some factors we have 
not discussed. 

Dr. Smyru. As I see it, Mr. Chairman, there seems to be different 
philosophies under discussion here. One is the philosophy where the 
Government would completely protect these people, guaranteeing to 
pay any losses. But if there were not any losses, if they increased 
their sale of power, then we might have to pay them that. 

The philosophy of this contract that we have drawn, which we 
believe to be more favorable, is that we will pay in terms of departures 
from this 6 percent, or rather they will pay. If they get more than 
the 6 percent, more than a normal rate of growth, then they profit. 
If they get less than the normal rate of growth, then they lose. In 
other words, they are taking a chance on a profit or loss, and we are 
arranging this fixed schedule which does not guarantee them against 
loss any more than guarantee them against profit. 

Representative Duruam. If it is worked out on an equity capital 
investment, which it looks like it is here from the chart, by the bond 
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people in New York, I guess, on a 25-year investment to take care of 
the entire bonded indebtedness to finance it, and also to give them at 
least a reasonable i income from the investment. 

Mr. Boyrr. That is right. 

Representative Durnam. That is about the way the whole thing 
works out. 

Mr. Boysr. That is right. 

Representative Duruam. Now the whole philosophy of the thing, 
of course, is a little bit different than anything we have ever entered 
into before, because we, the Government, are guaranteeing almost 
6 percent. That is what it amounts to—6 percent over a 25-year 
period because you have this cancellation ision in there, and when 
you sign it you have the Government back of it. 

Mr. Boyer. Let me explain. 

Representative DurHam. I am not arguing against it. I am only 
trying to get at the heart of this thing because I think we have the 
problem and we have to solve it. If this is a good way to do it, I 
am for it. I do not want to get the Government any more involved 
in private enterprise than I can help. 

Mr. Boyer. Let me clarify one thing, if I may. 

The Ohio Valley Electric Co. will have equity capital invested 
to the extent of 5 percent. That is the only capital on which they 
will earn any return. The return on that capital is 8 percent guaran- 
teed after taxes. They have told us that they would rather put that 
money into their normal utility business than to put it into this 
business. They want to keep their equity partic — as low as 
they can and get financing from the insurance companies 

Representative Hinsuaw. Mr. Boyer, anybody with a contract 
like that in their hands can take the equity capital out and sell it for 
three times what it is worth. I mean what the par value of it is. 
If I had that equity capital, | would immediately sell it for a profit. 
Is it not worth more than 8 percent? It is worth as much on a yield 
basis as the bonds. 

Mr. Boyer. No. 

Representative Hinsoaw. Why, sure it is. You have a guaranty 
by the Federal Government that they earn 8 percent on it. 

Mr. Boyer. Equity capital. 

Representative Hinsuaw. That is right. 

Representative Houirretp. Only while the contract is in existence. 

Mr. Boyer. And the retirement of the bonds and interest on the 
bonds is figured directly in the cost of power that we pay. 

Representative Hinsuaw. I get that, but the equity capital is 
what I am talking about selling. 

Representative Hoxirretp. If my friend will yield, is it not true 
that the 8 percent on the equity capital only exists as long as the 
Government has the contract? If at the end of 5 years the Govern- 
ment cancels, then it is up to them to get whatever earnings they 
can on it 

Representative Hinsuaw. They are paid plenty of indemnity. 

Representative Hoxirmip. And they also have an additional 
$400 million obligation on the bonds, and the only thing they have to 
offset would be the $121 million cancellation cost. 

Mr. Boyer. And if you took power during that period, $57 million 
would already have been used up in paying for the power. So it 
would only be about a $60 million cancellation clause. 
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Representative Hinsaaw. They have plenty of indemnity payment 
in there to guarantee them against loss even if the Government should 
cancel the contract. But I am talking about the equity. 

Mr. Boyer. Let us talk about that a little further. 

Now the history of these companies over the past 4 or 5 years is that 
their return on their investment has run between 9 and 11 percent. 

Senator Bricker. That is not what they tell the Utility Com- 
mission. 

Mr. Boyer. It is taken from their records. But that is on their 
equity capital, not on total investment. 

Representative HinsHaw. That is what they earn, not the dividends 
they pay. 

Senator Bricker. They base their earnings on the value of the 
property. 

Mr. Boyer. That is correct. And that element does not enter in 
here, which is the point I wanted to make for Mr. Hinshaw, that 
they are not making a return on the total capital invested in this 
program. 

Representative HouirieLtp. But they are charging up the cost of 
carrying that capital in the $58 million which the Government pays 
per year for power. ‘That is computed in it, is it not? 

Mr. Boyer. For the period it takes to absorb that unused. 

Representative HoLirieLp. Yes. 

Chairman Cote. It certainly seems to me those contracts should 
contain a provision that in the event of cancellation by the Com- 
mission and a fixation of damages according to the prearranged sched- 
ule, in the event that the Government either by way of the Atomic 
Energy Commission or some other Federal agency comes into the 
picture as a substantial consumer, the Federal Government should 
be allowed some credit for this liquidated damage figure in calculating 
the rate of payment for the future use of the power. 

Mr. Boyer. That is covered, Mr. Cole, in part in that we have the 
right to sell to other Government agencies that use the power. 

Chairman Coir. But you do not have the right to sell after can- 
cellation. 

Mr. Boyer. No. 

Chairman Cote. I am talking about after cancellation. You have 
paid substantial sums of money. Later you or some other Govern- 
ment activity comes in and acts as a substantial consumer, providing 
them with considerable market for their electricity. The amount 
we have paid to them by reason of our cancellation should be taken 
into consideration and in calculating the rates that this Government 
has to pay them later on. 

Senator Miiurkin. I want to say, if I may interrupt, Mr. Chair- 
man, this contract, of course, involves power and power is highly 
controversial. At least it is in the Senate. And we have to go in 
there witha mighty good case or they will tear it to pieces. I have that 
strongly in mind. 

(Discussion off the record.) 

Representative Houirretp. I am more satisfied, although not com- 
pletely clear in my mind, than I was, because I have inadvertently 
used the wrong figure here of $121 million, in view of the fact that 
you could use, as I see it here, if your 24-month cancellation notice is 
given, you can use $57 million of that cost, consumed in current. 
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Mr. Boyer. That is correct. 

Representative HouirreLp. So actually—I am still looking at the 
fifth year here—actually your cost of cancellation is $49,896,000? 

Mr. Boyer. Yes. 

Representative HotirieLp. Now you have to balance that against 
the expected income of $1,160 million for the balance of the 20- year 
period? 

Mr. Boyer. Yes. 

Representative HouirieLp. So in that context it does not look too 
big. 

Mr. Boyer. I would like to come back to Mr. Cole’s question be- 
cause I think I see what is bothering Mr. Cole. 

If I may come back again to this column of the cost at the end of 
the notice, the numbers are not too important, but that payment is to 
enable the company to carry the demand charges on that portion of 
the plant that is not used to supply power during the period that they 
are absorbing this power into the system. 

Because, let us suppose that we use the power up to the day of 
cancellation. Then they come over. They cannot absorb all of the 
power that is consumed in the States of Kentucky and Tennessee 
overnight. 1 just cannot visualize any installation that would come 
in and do that, because that is a tremendous amount of power. So 
there will be portions of that plant that will not be used even though 
they know 2 years in advance and they have stopped construction ‘of 
any of their own facilities to supply that power. So there will be a 
time when portions of this plant are not used figured on their mil 
absorption scale. 

Representative DurHam. Mr. Boyer, I think what we are going to 
have to know to carry this legislation to the floor of the House is the 
overall percentage costs of this power that we are taking from them on 
the.cancellation provision, on the use provision too, on the equity 
basis, or whatever it is. Somebody that got up this formula here 
should be able to tell us whether it is 2 percent, 4 percent, or exactly 
whatever it is. That is the whole question—how much is it costing 
the Federal Government? 

Senator Bricker. What is the kilowatt figure on this? Have you 
got it worked out? 

Mr. Boyer. Yes. The estimated cost on the present estimated 
plant cost is 4 mills. 

Representative DurHam. That is very reasonable. 

Representative HoirieLp. What is that 1.8 mill figure? 

Mr. Boyer. The 1.8 is the energy portion of it. That is the fuel, 
the energy portion of the charge. The 2.2 is the fixed charges, the 
cost of amortizing the investment and the fixed de mand charges that 
go with it. 

Representative Durxam. In your formula the overall equity 
capital and everything else is included? 

Mr. Boyer. That is correct. 

Senator Bricker. That is the most effective argument you can 
have. 

Mr. Boyer. That is right. Any time you can get 4-mill power to- 
day you have a bargain. 

epresentative JENKINS. There is a practical question there. 
Suppose you go ahead and carry out your agreement until this 22 
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years is over, and you still own your plant and they still own their 
plant. 

Mr. Boyer. Right. 

Representative JENKINS. What obligation have you to take any 
power from them? 

Mr. Boyer. We have no obligation, but we have an option for a 
5-year extension that takes into consideration the amortization of the 
facilities. 

There was an article in Business Week back in October—we may be 
able to get a copy of it—which would be interesting to you gentlemen 
to read, I think, because it comments on this power contract, and it 
points out that it is no plum or melon for the power companies that are 
in it. It raises the question as to why did they make a contract like 
that with theGovernment. And Congressman Jenkins explained why. 

Representatives JENKINS. I know from them talking to me, some 
of them down there, they had a dickens of a time getting the 15 com- 
panies together and getting the contract through. And they do not 
think they have got any cinch. 

Senator Bricker. Here is a great industrial valley. They do not 
want to go into competition with the Government in furnishing power. 
That is the only argument you had to force them into it. 

Dr. Smytu. The reason we got this kind of a rate. 

Mr. Boyer. This, I think, 1s an attractive contract. 

Representative Ho.tirretp. When you gentlemen come in and start 
advocating atomic power with capital investment of over $1,400 per 
kilowatt-hour as against $133 in this, I want it justified economically. 

Senator Bricker. That is going to take quite a while. 

(Discussion was had outside the record.) 

Representative Houirretp. I think 7 mills is about the average 
over the United States, is it not? 

Mr. Boyer. I think that is a little high. It is certainly in the 
range from 5 to 7. 

Representative Jenkins. They think if everything runs well, they, 
the power companies, have kept the Government from going into 
business in that territory, and if the 15 companies going in with the 
American Gas & Light are all paid out, everybody will be happy. 

Representative Hinshaw. How much do they figure the interest 
rate on the bonds? 

Mr. Boyer. This was figured at 3% percent. 

Representative HinsHaw. Three and three-quarters? 

Mr. Boyer. That is right. 

Representative HinsHaw. That is awfully high. Three and three- 
quarters percent is more than Telephone bonds sell for. Telephone 
debentures at 3%. 

Senator Mi.uixtn. Prime money is 3. 

Mr. Boyer. This contract is based on 3%. 

Chairman Cote. Why is it necessary for the Commission to have 
funds appropriated to it in advance of the time when the liability 
for Gantitintion occurs? 

Mr. Boyer. Mr. Cole, the language that we are proposing here 
does not call for the appropriation of funds. That is the purpose 
of this language. 

Senator Bricker. It is the same language written into the Senate 
bill last year, I presume. 
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Representative Houirrevp. It is the actual authorization, the com- 
mitment of the Government on the basis of an authorization, that 
when the time comes if this cancellation is necessary we will come 
forward with the actual appropriation. Is that not right? 

Mr. Boyrr. Yes; or we can use funds that have been appropriated 
for whatever purpose for paying the bill. 

Chairman Corr. In the Yates amendment was there a limitation on 
your authority to pay damages for cancellation? 

Mr. Boyer. That is correct. 

Senator Bricker. That is $57 million? 

. Mr. Boyer. That is right. 

Senator Bricker. This amendment you suggest is practically the 
same as written into the Senate bill? 

Mr. Boyer. I think it does essentially the same thing. I do not 
think there is much difference in the language. 

Representative Houirietp. This makes it indefinite but it is tied 
to this scale you are now giving us in the committee, is it not? In 
other words, it might run over the $57 million? 

Mr. Boyer. If | may answer your question, Mr. Holifield 

Representative Houirieip. Yes. 

Mr. Boyer. If you notice the language we are proposing: 
the Atomic Energy Commission is authorized in connection with the construction 
and operation of the Oak Ridge, Paducah, and Portsmouth installations of the 
Commission, without regard to section 3679 of the revised statutes. 

In other words, it is limited to the power requirements for those 
three installations. It is not a wide-open authority. 

Senator Bricker. The section you refer to of the statute is the one 
requiring the : appropriation prior to the contract? 

Mr. Boyer. That is right, sir. That is the so-called antideficiency. 

Chairman Coun. A-n-t-i or a-n-t-e? 

Mr. Boyrr. The statute without this language would require that 
we have money appropriated. 

Senator Bricker. It was passed some 4 or 5 years ago in Congress 

Representative Jenkins. We have to have this or else it raises the 
question of legisle ation on an appropriation bill. If we have it passed 
in advance, we are safe. Is that it? 

Re presuntative Duruam. That is what we have been advocating a 
long time, Mr. Jenkins. 

Representative Houirietp. That is the way I understand it. 

Representative HinsHaw. Let me ask one question in connection 
with this. Supposing that these bonds are sold for a lesser yield than 
3% percent, does the Government obtain the benefit of the lower rate? 

Mr. Boyer. I would like to check that. I am sure I know the 
answer. The answer is that the Government gets the benefit of 
whatever the interest rate is for the bonds. 

Representative Hinsnaw. And if sold on a straight 3-percent basis 
to the selling group, that is, like Morgan Stanley, Dillon Reed, and 
so forth, then we are charged on the basis of 3 percent instead of 3%4? 

Mr. Boyer. Let me try this answer, if I may, and see. We are 
charged in the cost of power for the interest on the bonds at whatever 
the interest rate is, and the power company has the obligation to use 
their best efforts to sell their bonds carrying the lowest interest rate 
that they can. 
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In the case of the second portion of the EEI plant | ¥ aan it was 3}. 
When they first talked to us, they talked in terms of 3%, but as tiene y 
worked with the insurance companies, they found they. x were unable to 
get it at 3% and it came out 3%. So that is the interest rate on the 
bonds. I do not know what the arrangement is on disposing of the 
bonds. 

Representative HinsuHaw. Are they to be subject to bid or are they 
offered to private groups such as insurance companies and so forth? 

Mr. Boyer. I think I have something here if I can have a second. 

We understand that the financing comes in part from the insurance 
companies. In other words, the Ohio Valley Electric Co. has told us 
that $360 million of their financing will come from the insurance com- 
panies, starting out with Metropolitan Life, New York Life, Equitable 
Life, Northwestern and so forth. That provides $360 million of their 
financing. 

Senator Bricker. There is no question of premium or discount on 
that at all. 

Mr. Boyrr. That is the point I was interested in making. And 
then there is some $60 million of financing with various banks through- 
out the country 

Representative DurnAmM. Why do you include Oak Ridge in there? 

Mr. Boyer. We are expanding the Oak Ridge plant, as you know. 

Representative DurHAM. You are not going to have to make this 
kind of a contract down there, are you? 

Mr. Boyer. We have a contract with the TVA to supply Oak 
Ridge. You may recall that Oak Ridge was supplied 700,000 kilo- 
watts of capacity by TVA, and now with our expansion we will re- 
quire another million kilowatts of capacity to supply Oak Ridge, 
making a total of 1,700,000. 

Representative Duruam. We have been getting along all right 
down there. I wonder why go to a change in our contract, and at 
Paducah too. Have they seen this is a pretty good contract and 
want to get in on this? 

Mr. Boyer. At Paducah we are adding, of course, another million 
kilowatts. You remember that we had a contract with TVA and 
with the Electric Energy, Inc., for a total of a million kilowatts. 

Representative DurHamM. Would you advocate this kind of a con- 
tract with the Government? 

Mr. Boyer. You mean the kind we have? 

Representative DurHAM. That is what we would be doing, would 
we not? 

Mr. Boyer. You mean the kind we have with Ohio Valley Electric? 

Representative DurHAM. Yes. 

Mr. Boyer. We have a different kind of contract with TVA. 

Representative Duruam. I know we have a different kind, but 
under this you could negotiate the same kind of contract because it 
gives you the same authority at Paducah and Oak Ridge as it does 
at Portsmouth. 

Mr. Boyrer. We have negotiated contracts with the TVA which 
will provide for a cancellation. 

Representative Ho.tirieLp. You assured me a few minutes ago you 
did that because Congress insisted on you dealing with the TVA so 
that all charges—— 
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Mr. Boyer. If I may correct the statement, sir. I meant to say 
that they insisted the TVA deal on a business basis. 

Representative HouiF1eip. I see. 

Mr. Boyer. Not that we do. 

Representative Ho.tirieLp. This becomes a matter of bookkeeping 
as far as TVA would be concerned, does it not? 

Mr. Boyer. Well, TVA says, of course, that it is the Government 
paying the Government, but it shows where the costs fall and what is 
the cause for their expense. If we should cancel out, it would show 
that certainly that portion of the cost was due to the AEC program 
being cut back. 

Representative Hotrrretp. And such cancellation bonus as they 
received would be paid from the Treasury back into the Treasury? 

Mr. Boyer. That is right. 

Representative DurnAm. Let me pursue this a little bit further 
now. Under that agreement with TVA would you not be in a little 
bit different position than what you are here with the Portsmouth 
people because you would have to make the appropriation every 2 
years? 

Mr. Boyer. Not with TVA. 

Representative DurHAm. You would not. Why would you not if 
you balance their books? 

Mr. Boyer. The situation with TVA is this: We have to give them 
a longer notice. The notice period ranges from 48 to 51 months in 
the case of TVA, and if we do not take during that period, they require 
that we pay them the demand charge for the portion we do not take 
during that period. 

Representative Duruam. I believe you would find your final au- 
thority rests over here in the Appropriations Committee, and whatever 
they said you would have to do. 

Mr. Boyer. If we did not have funds available under this language, 
we would then have to come back and ask for funds under this contract. 

Representative Durnam. That is right. 

Senator MILuikINn. I would like to test that 6 percent. What does 
experience show as the rate of growth? 

Mr. Boyer. That was their history. 

Mr. Cook. That has been their history for about the last 6 or 7 
years. There have been periods when the growth has been much less 
than that, but this growth and the bases for the termination payments 
are based on the growth of 6 percent compounded semiannually, which 
means that their facilities would double almost every 12 years. So it 
is quite a rapid rate of growth. 

Senator MiuiKkin. Is that a general statistic of all utility com- 
panies? 

Mr. Cook. No, sir. Some are more, some are less. This relates 
to the average rate of growth for the 15 utilities that formed together, 
joined together to form the OVEC Power Co. 

Senator Bricker. Is that not much higher than the national average 
because there has been a tremendous growth down in that country the 
last 6 or 8 years? 

Representative Jenkins. I do not know how the small companies 
would be. 

Mr. Coox. The growth in the section, the heart of the industrial 
area of the country, has been greater than in other sections. 
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Senator MiLurk1n. What are the largest rates of growth of the most 
successful of those companies? This is a median figure. What is the 
high figure? 

Mr. Cook. Six is the average figure for most utilities outside the 
industrial area and the coal belt in the Ohio River Valley. 

Senator Minurkin. How high is the best history you have there? 

Mr. Cook. I do not have that breakdown with me, sir. I think it is 
in my office. But I think the thing to remember is that this 1,800,000 
kilowatts that is to be furnished to AEC at Portsmouth is equal to 
the total power consumed in the States of Tennessee and Kentucky 
last year. It is equivalent to the total power consumed in the metro- 
politan area of New York last year. 

Senator Bricker. How would it compare with the total consump- 
tion in Ohio? 

Mr. Cook. The total consumption in Ohio is slightly greater. 

Senator Bricker. I thought so, just a bit. 

Mr. Cook. So that as far as there being a possibility of a windfall, 
that means you would have to be able to add additional growth now 
equal to all the industry in the State of Kentucky and Tennessee. 

Senator MiLuik1n. It would have to be something big like another 
Government operation, an aluminum plant, or some big chemical 
operation of some kind. 

Mr. Cook. Yes. 

Senator Bricker. It might run 100 aluminum plants of the size 
they are now. 

Mr. Cook. In the cancellation provision we did not protect them 
entirely. For instance, in the 10th year out cancellation provision 
only provides for 5 months, and according to their normal load growth 
for the companies it would take them 15 months to absorb the power. 
So they are taking a risk of 10 months. 

Senator Bricker. I would think that 6 percent figure is a very 
reasonable figure for that whole area because it is getting year by 
year more completely filled in. The rate of expansion has been 
larger in the last 6 or 10 years than you can anticipate in the next 6 or 
10 in my judgment. I may be wrong. 

Representative Jenkins. That company from Columbus, the 
Southern Ohio Electric that runs down there, has doubled its capacity 
5 or 6 or 10 times in the last 3 or 4 years. And the Ohio Electric 
built the biggest plant up there, and they were through, satisfied, 
until you folks came along. 

Chairman Cote. Mr. Holifield wishes to ask a question. 

Representative Hotirietp. On page 18 there is a figure at the bot- 
tom of $339.2 million as the maximum cancellation liability. Will 
you please reconcile that with your schedule over here on page 8? 

Mr. Boyer. Looking at the justifications, sir? 

Representative HouirieLp. Page 18: 

Estimated maximum cancellation liabilities of electric utility power contracts 
after full-scale operation of Oak Ridge, Paducah, and Portsmouth plants. 

You have on the third line a figure of $339.2 million. 

Mr. Boyer. That is made up in this way, sir: The Ohio Valley 
Electric maximum cancellation is estimated to be $139.6 million. 
If you will look at the first table there, we will see that figure. It is 
the fourth figure on the last column. 

Representative Hotirretp. On page 8? 
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Mr. Boyer. On page 8, 139.6. 

Representative Hotirietp. Yes, I am aware of that now. I am 
trying to reconcile that column with the statement that $339 is the 
maximum figure, 

Mr. Boyrer. Then the EEI contract at Paducah, which is a com- 
bination of the old contract and the new, figures out to a maximum of 
$68.6 million, maximum cancellation costs for the EEI company. 

Representative Houirietp. That is already authorized? 

Mr. Boyer. No, only a portion of that has been covered so far. 
Then those total up to $208.2 million. 

Now then the TVA contract totals up $131 million. So that comes 
out to $339.2 million. That is the sum of the Ohio Valley Electric 
maximum, the Electric Energy, Inc., maximum, and the TVA maxi- 
mum under today’s estimated construction costs. 

Representative HouirieLp. We only have the chart on page 8 of 
the one group. 

Mr. Boyer. Page 13 is the EEI contract. 

Representative Houirie.p. I see. 

Mr. Boyer. Then page 18 indicates the TVA estimated cancella- 
tion charges. 

Representative Houirie.p. Now, was I right in balancing these 
figures I quoted against the $121 million that I quoted over there, or 
should I have balanced it against $339? 

Mr. Boyer. The $121 million was the Ohio Valley Electric con- 
tract. That is if you canceled out the power for Portsmouth plant. 

Representative Hotarretp. And $58 million a year sales was also 
limited to that one plaat? 

Mr. Boyer. That is correct, sir. 

Representative Ho.ir1eLp. Then I was all right in my figures? 

Mr. Boyer. Yes, sir. 

Senator Bricker. You have got $200 million to the private con- 
cerns then? 

Mr. Boyrr. That is correct. 

Chairman Cos. Will you explain to me, Mr. Boyer, what ts in- 
cluded in the expression ‘‘demand charge?’ What are the items of 
cost or expenses included in demand charges? 

Mr. Boyer. I will refer to the figures here so that I am sure that I 
get those right. 

Interest and amortization payments on indebtedness incurred to 
construct the plant, taxes, pay for station maintenance and standby 
costs. And in the cancellation cost we would have to pay some costs 
for the cancellation of the coal contracts. But that is not a part 
of the demand charge, but that is what we would have to pay in the 
cancellation costs. 

Senator Bricker. I thought you meant the demand charge on the 
electricity costs. 

Chairman Cote. No. 

Senator Bricker. You meant this? 

Chairman Co xs. In explaining the justification of the amount of 
the cancellation costs, Mr. Boyer indicated that it was for the purpose 
of meeting the demand charges occasioned by reason of the cancella- 
tion. 

Mr. Boyer. That is correct on that portion of the plant that is not 
used to supply power under the 6 percent growth figure. 
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Senator MILuikrin. I wonder if we could have a table of the com- 
panies that make up this combination as to the individual rate of 
market growth of each one of them. 

Mr. Boyer. Yes, sir. 

Senator Miuurkin. And in order of size so that we can test this 
6 percent figure. 

Mr. Borer. Yes, sir. 

Representative Durnam. That is your safety valve in this whole 
thing. 

Senator MiLuiKINn. That is the heart of this whole business. 

Representative Duruam. If they do not continue this growth, we 
are out of luck. 

Senator Bricker. They are out of luck. 

Representative Duruam. Yes, they are out of luck. I mean it 
forces them into the position of trying to continue it. 

Senator Minuikin. This is where it turns, on this rate of growth. 

Representative Ho.irretp. May I ask one more question, Mr. 
Chairman? This actually asks for the lifting of the limitation of 
the $57 million? 

Mr. Boyrr. Yes, sir. 

Representative Ho.irietp. And it envisages an obligation up to 
$339.2 million? 

Mr. Boyer. That is correct. 

Representative Hoxirieitp. That is the point I want to get in my 
mind. 

Mr. Borer. That is correct, that is a maximum. 

Representative Houtrietp. On the three contracts. 

Mr. Boyer. On the present estimated cost of construction. 

Representative Hrnsnaw. In other words, you hold them free of 
all loss up to the value of the plant. Is that it? 

Mr. Boyer. No, sir; that is not correct. This cancellation costs 
provides for these things: In the case of the Ohio Valley Electric 
Co. it provides for the cost of the standby charges on the portion of 
the plant that is not used to supply power, based upon a 6 percent 
growth factor. In the case of the Electric Energy, Inc., the cancella- 
tion cost is based upon a slightly different basis. 

Representative Houirieip. Is that found on page 13? 

Mr. Boyrr. That is found on page 13. 

Representative HoiirieLp. Page & is the first one with the Ohio 
people, page 13 is the one with 

Mr. Boyer. The Electric Energy, Inc. 

Senator Bricker. Not the same companies? 

Mr. Boyer. No. 

Representative Ho.irretp. This is a different setup, and they 
serve what plant? 

Mr. Boyer. Paducah. 

Representative Hotir1eLp. Where is the third one? 

Mr. Boyrr. TVA is on pages 17 and 18, and that consists of a 
notice charge ranging from 48 to 52 months. 

Representative HinsHaw. Let me read to you what it says in this 
justification. 

Mr. Boyer. All right, sir. 

Representative HinsHaw (reading): 
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The maximum cancellation liabilities for these power contracts based on 
estimates of current construction costs and current labor costs, if this proposed 
legislation is adopted by the Congress, will total approximately $339.2 million. 
That does not say a word about demand charges or anything else. 

Mr. Boyer. You are reading on page 18? 

Representative Hinsnaw. Yes. 

Mr. Boyer. The reason why the terms “estimate of current con- 
struction costs” and ‘‘current labor costs’’ are used, they have to do 
with the cost of the plant which determines the amortization rate of 
the plant. And that is an item of your standby costs, of your demand 
costs that are taken into consideration in arriving at the cancellation 
costs, 

Representative HinsHaw. Yes; but you have given the estimate of 
the cost of the plant as approximately $340 million. 

Mr. Boyer. No. 

Representative Hinsoaw. What is it then? 

Mr. Boyer. Which plant are you interested in? 

Representative Hinsuaw. The total. 

Mr. Boyer. Well, if you take the total investment, it is something 
in the order of $1,050,000,000. 

Representative HouirreLtp. The $400 million applies to the Ohio 
Valley Electric plant? 

Mr. Boyer. That is correct. 

Representative HoxirieLp. And does not apply to the EEI plant? 

Mr. Boyer. The EEI or the TVA plants. But the total investment 
here is in excess of a billion dollars for generating facilities. 

Representative DurHam. Did you work your contract out with 
TVA on the basis of equity capital, or how did you work that one our? 

Mr. Boyer. Not the TVA. That contract is worked out on the 
basis of their making a return to the Government, whatever is required 
by their legal requirement, and their return of the capital invested. 

Representative Duruam. I do not think you could work it out on 
a cost basis, equity cost. 

Representative JENKINS. Let me ask you this, Mr. Boyer: Down in 
this plant building in my section now, that is the electric plant, they 
are making preparations to store hundreds and thousands of tons of 
coal and they have the coal in there now. 

Mr. Boyer. Yes. 

Representative JENKINS. And they are going to have it under- 
ground. They have just torn up the whole world there and they have 
got big underground passages of all kinds. They are buying coal now 
and putting it in there just by the thousands of tons. I suppose a 
cost is there to somebody because they are going to have to have that 
ready, and they are going to use I do not know how much coal. There 
is going to be tremendous usage of coal. Nothing like it anywhere in 
our section. 

Chairman Cour. What is the period of amortization used in the 
contract? 

Mr. Boyer. In the Ohio Valley Electric contract it is 25 years. 
That is the term of the contract. 

Chairman Cote. I am not talking about the term of contract. 

Mr. Boyer. The amortization agrees with the term of contract, 
and we have the option to extend the contract for a period of 5 years, 
which takes into consideration the fact that there has already been 
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Senator Bricker. Written off at that time? 

Mr. Boyer. That is right. 

Chairman Cour. Is the other contract for the same period? 

Mr. Boyer. Yes; the contract with TVA, however, is until 1966, 
I believe. 

Mr. Cook. That is right. 

Mr. Borer. With provision for automatic continuation. 

Representative Durnam. Did you insist on TVA getting into this 
thing, or did they come up and ask to be included in this? 

Mr. Boyer. They insisted on a contract with us, and we wanted a 
contract with them. We have to have a basis for carrying out business. 

Representative DurHam. I am trying to avoid as much confusion 
here as possible, and the more people you put into this thing, the more 
confusing it is going to be on the floor of the House. Why did we 
have to go out and ask TVA when we were getting along all right with 
them? 

Mr. Boyer. We have a contract but only for 700,000 kilowatts of 
capacity. 

Representative Durnam. I know you are doubling your capacity 
down there. 

Mr. Boyer. You have to have some basis of doing business with 
people. 

Representative DurHAm. Why did not we continue the same agree- 
ment we had down there? 

Mr. Boyer. It is essentially the same agreement. 

Mr. Cook. It is essentially the same agreement. The old agree- 
ment provided for cancellation provisions, and the new agreement 
provides for notice period of a little longer period to allow them to 
absorb this additional capacity. Essentially it is the same type of 
agreement. 

Representative DurHAM. That is what I would like to know. 

Representative JENKINS. It would be a good idea if we kept the 
TVA by itself in another bill. 

Representative Houirietp. Is not Mr. Durham’s answer found on 
page 2 of the letter from the manager of TVA to Mr. Cook, down in 
the second paragraph there where he says: 

TVA was required by section 14 of the act to keep complete account of its costs 
and to sell power at rates which would make the TVA power projects self-support- 
ing and self-liquidating. It is obvious that if a third of TV A’s capacity is rendered 
idle by AEC and TVA receives no compensation for the idle capacity, the TVA 
investment cannot be self-supporting and self-liquidating. In recent years 
Congress has gone further and required TVA to repay to the Treasury over a 
40-year period, from net income, the appropriated funds invested in power projects. 
It is obvious that TVA cannot comply with this congressional mandate, if, sud- 
denly, all income is lost from a third of its total capacity. 

With Congress insisting on a business like basis, I can see where 
TVA would be under compulsion to deal with you on the basis of 
creating another third of capacity and then having it jerked out from 
under them. 

Representative DurHam. I agree with that. But with this new 
thing we put down there in operation, you know what it consumes, a 
terrific amount, probably more than any other one. They have got 
no such contract as that, I do not think, because when we went into a 
contract it was just a straight contract. 
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Mr. Coox. That involves a small amount of power in comparison 
to what we use. 

Representative DurHam. It has to be available though. We have 
a contract that it will use more than the Oak Ridge diffusion plant if 
it is used continuously. 

Mr. Cook. If used continuously, but it used offpeak power period 
and ours is continuous, 24-hourg We had to have guaranties available, 
sir, so we had to take the risk. 

Chairman Cote. Is it necessary for TVA to have congressional 
authority to expand its facilities to meet this contract you have made 
with them? 

Mr. Boyer. They were granted appropriations to construct the 
facilities to meet this requirement. 

Representative Hinsoaw. How much was that? 

Mr. Boyer. I do not know. 

Representative DurHam. $80 million steam plant. 

Mr. Boyer. More than that, sir. 

Mr. Coox. I do not remember the total appropriation for the power 
required in our expansion program. It would probably run around 
$500 million for the power and the transmission facilities which are 
necessary. 

Representative Hinspaw. Has the whole amount been appropriated 
or authorized by the Congress? 

Mr. Cook. It is my understanding, yes, sir. 

Mr. McCarrny. I do not believe the full amount has been ap- 
propriated. 

Representative Hinsuaw. No such amount as that. 

Mr. Boyer. A portion of that is already in, sir, to supply the Oak 
Ridge 700,000. 

Representative Hinsuaw. But you are adding a million kilowatts. 

Mr. Boyer. As far as Oak Ridge is concerned, we are adding a 
million at Oak Ridge, and we are adding 700,000 at Paducah. So that 
is 1,700,000 we are adding. 

Senator Bricker. Two and one-half times the present capacity. 

Mr. Boyer. That is 2% times our present, yes. 

Representative DurHAm. You have been making your agreement 
with TVA based on authority in the Appropriation Act and this would, 
of course, give you authority? 

Mr. Boyer. We have funds appropriated, sir. 

Representative Durnam. That is what I say, on the Appropriation 
Act. This brings you under the authorization of this committee? 

Mr. Boyer. That is correct. 

Representative Houiripip. $131 million of the $339 million is to 
take care of the guaranties to TVA? 

Mr. Boyer. Yes. 

Chairman Coie. Can it be said that the Congress in the Appropria- 
tion Act of 1953 affecting the AEC adopted the principle of authorizing 
the Commission to make cancellation charges to these utility com- 
panies, the principle of payment of cancellation charges? 

Mr. Boyer. Yes. 

Chairman Coir. And in adopting that as a principle, it imposed 
the dollar ceiling on the pert oe you could pay? 

Mr. Boyer. That is correct, 
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Chairman CoLe. And really what Wwe have to arcue about Is not 
whether the Commission should have the authority to pay the 
cancellation charges but the extent of the authority? 

Mr. Boyer. That is correct, sir. 

Chairman Coie. Measured in dollars? 

Mr. Borger. Yes 


Representative HINSHAW. Then vou have to { ire that bae : 
firure it would provide one-sixth he power necessary. or something 
like that. One-sixth of the amount, is it not? 

Mr. Borer. You mean this $57 million? 

Representative Hinsaaw. $57 million is one-sixth of the amouw 
you require as a Maximum 
; Mr. Boyer. We did not approach it that ay Sir. We m: 
contracts—in the ec: of the Ohio *Vallev Electrie contract, thi 
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company has the right to cancel the contract if we do not ha 
authority to assume the cancellation lability by August 1, 1953. 

In the case of the Electric Energy, Inc., we made a separate interim 
contract. which has attached to it a eontraect providing for pow 
for 25 year And if the Commission does not have the authority 
to assume the liability called for in the principal contract by August 
they do not have any obligation to execute that contract with us 

In both cases we have agreed to liabilities for the cancellation. In 
the case of the Ohio Valley Electric Co. it is $40.5 million. In the eas 
of the Electric Enere'y Incorporat d, it is $7.5 million 

Representative Durnam. Where are you going to get that money 
if we do not pass this? 

Mr. Boyer. You have already authorized it. I think it is $9% 
million in the case of TVA. It comes out to $57 million. 

One of the reasons why there is a sense of urgency—and I think 
that was touched upon by Dr. Smyth— is that these power companies 
are proceeding at a very rapid rate with these programs, and they 
know that our liability is limited to this amount. And if they find 
that there is uncertainty on the part of the Commission’s ability 
extend these contracts, I think they are going to get very much 
concerned about where they go with this potentially big investment 
that they are working on. 

Representative Houirieinp. And if they do not go ahead and 
furnish the electrical energy, then these plants we are building are 
useless? 

Mr. Borer. That is right. 

Representative Houirietp. There will be a lag in time then. 

Senator Bricker. Will they be completed about the time you are 
ready to utilize the energy? 

Mr. Borer. No. We expect that we will have to have interim 
power until these facilities are completed. In other words, we think 
there will be portions of our gaseous diffusion plants coming in before 
there is adequate power capacity installed in these plants. So one 
of the reasons why we were interested in getting these companies to 
work on this is that they agreed to supply interim power from 
existing facilities. 

Senator Bricker. From existing facilities? 

Mr. Boyer. Yes. 

Representative Je~«ws. They have already a substation built there. 
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Mr. Borer. Yes. 

Senator Bricker. Their willingness to go ahead without the appro- 
priation is based upon the authorization to you to assume the obliga- 
tion out of appropris ated funds for other purposes? 

Mr. Boyer. Our obligation to them is limited to these amounts 
I mentioned. 

Senator Bricker. I know, but you can pay out of other funds. 

Mr. Boyer. [I beg your pardon. You are correct, sir. 

Representative Jenkins. Off the record. 

(Discussion was had outside the record.) 

Chairman Coie. Was anything said this afternoon, Mr. Boyer or 
Dr. Smyth, that is classified? 

Mr. Boy ER. I do not believe so. 

(Discussion was had outside*the record.) 

Charman Coun. I raise the question to facilitate the preparation 
of the record. If it is classified, it will have to be transcribed in a 
particular fashion. 

Mr. Boyer. I feel sure from the portion, starting with Dr. Smyth’s 
statement on, there is nothing in there. 

Senator Bricker. When these figures are furnished on the different 
companies that are entering into these contracts, the 15 in the Ohio 
company—how many in the Paducah company? 

Mr. Boyer. Five. 

Senator Bricker. And the rate of growth. You will furnish that 
to all the members of the committee? 

Mr. Boysr. Yes, sir. 

Chairman Cots. That will be placed in the record. And would 
you also make available as many reprints of the article in Business 
Week to which you made reference? 

Mr. Boyer. Yes, sir; we will supply you that. 

(The information referred to will be found in the appendix on 
pp. 66-78.) 

Chairman Cote. There does not appear to be much further we can 
do today unless you have something more to suggest. 

Mr. Boynrr. If we find that there may be some information that 
would simplify the explanation, I trust that we are at liberty to fur- 
nish that to the committee. I am thinking there may be some chart 
of something like that which we could work up which would be 
helpful. 

Senator Bricker. Not only at liberty, but we would need them. 

Chairman Cote Yes. 

Representative Ho.irieLp. In order to take it on the floor and 
justify it, we are going to need some simplified explanation of this, 
and some of us are going to have to do a lot of study on it, it seems 
to me, to carry it on the floor. 

Representative Duruam. It is a very complicated question. 

Senator Brickrr. Have you made plans to introduce this? 

Chairman Cote. I am going to introduce the bill right now when 
I go to the House, and have Mr Borden get in touch with Senator 
Hickenlooper to introduce it in the Senate. Then we will hear you 
again as soon as possible with the charts and the other data which 
you want to bring up. 

Mr Boyer. Very well. 


Chairman Co.us. Senator Bricker? 
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Senator Bricker. We had better state it is a committee-supported 
bill. 

Chairman Cote. I do not think so yet. I do not feel authorized 
to say the committee supports the bill. 

Senator Bricker. You do not think so? 

Chairman Cour. It is a Commission bill 

Representative Houirretp. I think in final action we certainly 
should go to the floor with it as a committee-sponsored bill. 

Chairman Co te. I am not reporting it; I am just introducing it. 

Senator Bricker. Then I think when it does come to the floor on 
the calendar, if we can get a meeting of this committee and get a 
vote on it, we would be in a stronger position 

Chairman Coie. We would have to in order to report it 

Representative Jenkins. You are just going to introduce the bill, 
that is all? 

Chairman Coe. Yes 

Representative Duruam. I do not know whether it would be a 
good suggestion or not, but I believe it would be helpful if we can 
hold this next hearing on the bill publicly 

Senator BrickErR. The prsentation on the floor will be public. 

Representative Hinsnoaw. A public hearing before you present it 
to the floor? 

Representative DurHaAm. Yes. 

Representative Houirietp. I agree with that because then you 
have a hearing as well as a report and a bill to bring to the floor. | 
think the membership would like to know something about the 
testimony in the hearing, and I see no reason why any of this testi- 
mony they have given should be classified because it involves con- 
struction. 

Senator Bricker. If it is not classified, why not make this record 
public? 

Chairman Coxs. That is what I was going to suggest. If we have 
a public hearing at the next meeting, I suggest this in order that the 
public may get the full benefit; otherwise we would have to reculti- 
vate the eround we have gone over today 

Representative Houirreip. I do not think a formal presentation 
has been made today, unless this is going to be put in as a presentation 

Chairman Cour. Yes. 

(The justification will be found in the appendix on pp. 53-65 

Chairman Cote. After review with Mr. Borden to make certain 
there is nothing classified in the report of the hearings today, they may 
be published together with this calculation 

Representative JENKINS. You are going to introduce the bill and 
then we will come back some other day? 

Chairman Cote. Yes. Thank you very much, gentlemen 

The committee will now stand adjourned 

(Whereupon, at 5:10 p. m., Tuesday, April 28, 1953, the joint com- 
mittee adjourned to reconvene at the call of the Chair. 
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WEDNESDAY, JUNE 10, 1953 


CONGRESS OF THE UNITED SratTEs, 
JOINT COMMITTEE ON Atomic ENERGY, 
Washington, D. C. 

The joint committee met, pursuant to call, at 2:30 p. m., in room 
F-88, the Capitol, Hon. W. Sterling Cole, chairman of the joint 
committee, presiding. 

Present: Representative Cole (chairman); Senators Millikin and 
Pastore; Representatives Hinshaw, Van Zandt, Durham, and Price. 

Also present: Edward Heller, Walter Hamilton, and Frank Cotter, 
of the staff of the joint committee. 

Chairman Cour. The meeting was called today with the Commis- 
sion as a renewal of the discussion of a bill which the Commission 
proposes, authorizing the Commission to enter into contracts for the 
provision of electric energy at certain of the Commission’s plants. 

At the previous meeting the committee went over the subject 
matter in rather full and complete detail, and I do not think it is 
necessary for us to get into the detailed aspects of it today. 

Subsequent to that meeting, in collaboration with the staff of the 
committee, I submitted to the Commission a proposed revision, the 
principal part of which would be to make certain that in case of any 
cancellation which resulted in the Government, through the Commis- 
sion, paying to a contractor a sum of money by way of damages for 
the cancellation, if at sometime after the cancellation the Commission 
or any other agency of Government should become a consumer of 
electrical energy from that contract, credit in some fashion would be 
given to the Government for the amount of the cancellation damages. 

At a conference with the Commission some few days or weeks after 
that, it was indicated that such a prov ision as that would not interfere 
with the contracts which the Commission has already made and which 
this bill authorizes them to revise. 

(The proposed bill follows: 


4 BILL To amend the Atomic Energy Act of 1946, as amended 

Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That section 12 of the Atomic Energy Act of 
1946, as amended, is amended by adding a new subsection (d) as follows: 

““(d) The Atomic Energy Commission is authorized in connection with the 
construction or operation of installations of the Commission, without regard to 
section 3679 of the Revised Statutes, as amended, to enter into new contracts 
or modify or confirm existing contracts to provide for electric utility services for 
periods not exceeding twenty-five vears, and such contracts shall be subject to 
termination by the Commission upon payment of cancellation costs as provided 
in such contracts, and any appropriation presently or hereafter made available 


9- 


ov 











36 LEGISLATION CONCERNING LONG-TERM UTILITY CONTRACTS 


to the Comn IsSs1IONn shall be available for the pavment of such CANCE lation costs 
Any such cancellation costs shall be considered in determination of the rate to 
be charged in the event the Commission or any other agency of the Federal 
Government shall purchase electric-utility services from the contractor subs 
quent to the cancellation and during the life of the original contract. 

““SECTION 2 The first provis under the appropriatl n to the Commission for 
‘Plant and equipn nt’ in the S ipple mental (Appropriation Act, 1958, is he reb 


repealed 


Chairman Coie: Dr. Smyth, you are the spokesman apparently 


for the Commission, and we would be glad to have your observations. 


STATEMENTS OF HENRY D. SMYTH, COMMISSIONER, AND MARIAN 
W. BOYER, GENERAL MANAGER; ACCOMPANIED BY EUGENE M. 
ZUCKERT, COMMISSIONER; R. W. COOK, DIRECTOR OF PRODUC- 
TION; WILLIAM MITCHELL, GENERAL COUNSEL; HAROLD 
PRICE, DEPUTY GENERAL COUNSEL; EDWARD L. TRAPNELL, 
CONGRESSIONAL LIAISON ; AND FRANK McCARTHY, ASSISTANT 
COMPTROLLER, ATOMIC ENERGY COMMISSION 


Dr. Smytu. On this last point, Mr. Chairman, as I understand it 
your provision is intended as a direction to the executive agencies 
of the Government to take into account any payments that may have 
been made under these cancellation provisions in negotiating any new 
contract for the use of the power. Is not that the intention of the 
provision? 

Chairman Core. Both with respect to new contracts and/or any 
modification of existing contracts. 

Dr. Smyru. Well, it is my understanding—and I have been away 
for a week, but it is my understanding that the Commission feels 
that that would be perfectly appropriate and acceptable. Am I not 
right, Mr. Boyer? I do not know whether there has been any further 
discussion in the week | have been away. ‘That was the trend of the 
discussion when I was here. 

Mr. Boyer. That is correct. There was one suggestion made, 
Mr. Chairman, that provided that it be made a statement. 

Chairman Coie. What is that? 

Mr. Boyer. The word “provided” be removed and that it be made 
a statement that the Commission would take into consideration. 

Chairman Coie. You have a draft in front of you which I| think 
carries the point to which you are now addressing yourself. 

Mr. Boyer. That is correct. 

Chairman Coir. Would you take just a moment to look down 
through that revised suggestion so that you ean fix it in your mind, 
and we will address our discussion to that revision. 

Dr. Smyru. It appears to be perfectly straightforward and accept- 
able to us. 

Chairman Cote. Mr. Hinshaw has some observations with respect 
to it. 

Representative Hinsnaw. Mr. Chairman, this appears to be an 
authorization to the Atomic Energy Commission existing in law from 
now on to enter into new contracts and revise contracts and so forth, 
in connection with supplying of power for any activity the Commission 
undertakes. 
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I do not think that the committee is ready to go that far, that they 
have been considering the power situation in the vicinity of Ports- 
mouth, and also in the Tennessee Valley, but I doubt that the com- 
mittee is ready to give a carte blanche over the entire system as being 
presently operated by the Atomie Energy Commission, and to be 
unlimited as to the dates, the times in which such contracts can be 
entered into, and their termination, the cancellation costs or anything 
else. 

That is all Ihave to say. I personally would object to such legisla- 
tion on that ground. 

Chairman Cour. I take it that your point is that you object to the 
omission of specific reference which was contained in the bill as orig- 
inally introduced to the granting of this authority in connection with 
Oak Ridge, Padueah, and Portsmouth 

Representative HinsHaw. Certainly. And also a time limit 

Chairman Coxe. Let us get through with one thing at a time 
Would your objection be met if those specific installations were again 
enumerated? 

Representative Hinsuaw. I think the legislation ought to contain 
a limitation that it applies to these particular contracts that are to be 
issued and which have been brought before the committee and the 
committee has. had a chance to look at and criticize. That is not 
saying anything about any future contracts that may be entered into 

The committee has, or will, | presume, by this action give approval! 
to these contracts that have been entered into. As to future contracts 
and termination costs, | think we would be under very great criticism 
on the part of the C ong! ‘ess if we should enter into them in blank 

Chairman Coxe. If | may say so, I cannot follow vour reasoning, 
for the reason that dae the present law the Commission has authority 
to embark upon the construction of any installation it may want to, 
for which funds are made available to it. Now, the procurement of 
electrical energy is just one aspect of the construction of an installation 


If they do not have authority to contract for that electrical energy, 
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the alternative is for them to install the generating power as part Ot 
the installation. So far as holding down the operation of the Com- 
mission and so far as retaining within the authority of Congress 
supervision over construction programs of the Commission, I do not 
see where this revised bill makes any difference with existing law. 

Representative HinsHaw. It does when you consider the appro- 
priations required. Of course, this is not an argument that iss ipposed 
to be carried on except in executive session, but it seems to me that 
with the Appropriations Committee stepping in and having its say in 
the matter, that they would have a great part in whether or not they 
received money enough for the installations that you are talking about. 
It is a question of one or the other. 

Chairman Cote. I have no firm feeling about omitting the specific 
installations which the original bill carried, and my only thought was 
to avoid the necessity of coming back for each specific instance when 
they might want to make a contract for electric en Tey. 

Representative Hinsuaw. This is for cancellation costs principally. 

Chairman Cote. How can we impose a time limit which you men- 
tioned? 

Representative Hinsuaw. I am sure I do not know 
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Senator Pastore. Will someone please explain to me the impor- 
tance of this cancellation feature and why it is played up in there so 
strongly? 

Chairman Cour. We will let Mr. Boyer do that. 

Mr. Boyer. The purpose of that, Senator, is to provide language, 
rather than asking for the appropriation of funds at this time, to take 
on the contingent liability that might exist if you canceled at the time 
of maximum cancellation costs. 

Senator Pasrore. I realize that element, but why on the overall 
picture, do you envision any serious cancellation once these contracts 
are engaged in? 

Mr. Boyer. I see the point. 

Senator Pastore. I am not talking about the technicality as much 
as I am trying to look at the long-view feature of that contract. 

Mr. Boyer. What is required here is an assurance to people who 
are making the contracts to supply us the power that if the Govern- 
ment should cancel, there will be funds available to permit them to 
adjust their operations so that they can absorb this power in their 
regular systems and take care of the financing. They have to go out 
and finance this operation, and they are getting approximately 95 
percent of their funds from insurance companies and banks. So that 
this language, which is essentially the same as in the act, Supple- 
mental Act of 1953, which was approved with the exception of the 
limitation, would satisfy the insurance companies that we had the 
authority to make the contract and that we had the authority to pay 
the cancellation charges. 

So the reason why it is played up here is to give that assurance to 
the contractor and the insurance companies and banks, that there will 
be funds available to pay the cancellation costs should they arise. 

Dr. Smyru. I think the main point is the enormous amounts of 
power involved, Senator. 

Senator Pastors. I understand that completely, and my question 
more specifically is this: While this cancellation clause is in the con- 
tracts, and of necessity must be in there, in order to insure this con- 
siderable outlay at the beginning, does the Commission envision any 
such cancellation as we sit here now? That is what I mean. 

Dr. Smytu. No. 

Senator Pasrorr. Outside of this written protection, is there any 
likelihood that there is going to be any cancellation once this gigantic 
project is undertaken? 

Dr. Smytu. Not that we can foresee. 

Representative Hinsuaw. Senator, there is a possibility that the 
Congress might cut back on the production of fissionable material, in 
which case the plants would be shut down and no power taken. Now, 
if that occurred after the time of completion of the project and before 
power had been taken, there is a contingent liability which becomes a 
a firm liability on the part of the United States in this case of $350 
million. I think it is $340 million. That is the largest amount of 
money, and from then on it is a decreasing amount over a period of 
years. 

Now, nobody can foretell now whether we will want to be producing 
fissionable material 3 or 4 years from now. I would say yes, definitely 


yes, we probably would. But who knows? 
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Senator Pastore. I know all of that, and I know that that is the 
speculation that is involved, but I mean from this juncture now 
whether or not we envisioned any such thing happening within the 
near future, and I think you have answered my question. 

Representative Van Zanpt. Mr. Chairman, I wonder if a member 
of the staff could tell us in a few words what section 3679 of the revised 
statutes provides? 

Chairman Cote. Mr. Boyer can answer that. 

Mr. Boyer. That is the anitdeficiency act, which says you shall 
not enter into an obligation without the funds to pav for the obligati ions 
vou assume. 

Representative Van Zanpt. This bill would set those limitations 
aside? 

Mr. Boyer. The idea is to have language here which would satisfy 
the contractor and the insurance companies, and not have to tie up 
the large sums that might be required to cover the cancellation 

Representative Van Zanpr. Is there anything in the basic Atomic 
Energy Act that provides that you bring these contracts here to Cap- 
itol Hill for review by this committee? 

Mr. Boyer. Well, we have always been faced with the problem of 
getting the money for these contracts that we execute 

Representative VAN ZANpr. That would be reviewed by the Appro- 
priations Committee? 

Mr. Boyer. That is right. 

Representative VAN Zanpr. This committee would also make a 
review of it in the preliminary study we make of the appropriation 
requests before they go to the Appropriations Committee? 

Mr. Boyer. Yes, sir. The record will show that we pointed out 
the last time we were up here that we are here at the suggestion of 
Senator Saltonstall and Congressman Phillips, and we introduced this 
language before Mr. Phillips’ committee, and both he and Mr 
Saltonstall felt that it should be referred to this comm ittee since it 
was essentially legislation and not appropriation of funds. 

Representative VAN Zanpr. The reason | asked the question was 
in connection with Mr. Hinshaw’s statement on the bill, that we have 
actually reviewed every contract that you make 

Mr. Boyer. No, you do not review every contract we make, be- 
cause that would keep the committee rather busy. 

Representative VAN ZAnpt. I mean contracts of this size, because 
if my memory serves me correctly, you did come up here and discuss 
these contracts with us. 

Mr. Boyer. We came up and discussed with you the need for the 
power and this 25-year contract to avoid the investment of large sums 
of Federal money for power plants. 

Representative Van Zanptr. Would not you do that in the future? 

Mr. Boyer. I think this type of contract we have to come up and 
get the funds appropriated or language. 

Representative Van Zanpt. When Mr. Hinshaw made his point, 
I thought probably his point would be taken care of by the fact that 
we do have a chance to review these contracts because you are 
bringing them to us and you ask our opinion of them. 

Senator Pastors. Does this review take place before the contract 
is consummated or after it is consummated? 
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Mr. Boyer. What Mr. Van Zandt is saying is that, in effect, you 
are reviewing it now, because the last time we appeared before the 
committee, we went into considerable detail as to the nature of the 
cancellation portions of the contract. 

Representative Hinsnaw. If this bill is passed, it is the last time 
we will review it, and there will never be any other review or require- 
ment for review in 100 years. 

Chairman Coir. Not necessarily. 

Representative Hinsuaw. There is no limitation on that act. 

Chairman Coie. You are forgetting the provision of the law which 
says the Commission shall keep the committee informed on everything 
it does. 

Representative Van Zanpr. Why not write it in here, “subject to 
review of the committee”? We write it in in other bills, in the Armed 
Forces Committee. 

Chairman Cote. I am sure the Commission does not have any 
objection to reinserting specific reference to Oak Ridge, Paducah, and 
Portsmouth. 

Mr. Borer. None whatever. 

Chairman Coir. Now, the next point—perhaps I should let Mr. 
Hinshaw speak for himself—but we have been having some discussions 
down at this end of the table, and to get it started, [ will mention the 
next point he raises is with reference to the allowance of credit for any 
cancellation costs which may have accrued and been paid to be applied 
on future consumption by the Commission or any other Federal 
agency. 

Mr. Boyrr. The problem involved there, I think, as you gentle- 
men know, can be very complicated, because depending upon the time 
that you decide you want to reactivate the plant, for example, or you 
want to use the electricity for making a contract with them to supply 
some other plant, there may have been a considerable period of time 
elapsed in which they would have put this power into their regular 
system and have absorbed it, and to make it available again, they 
would have to build capacity equivalent to which they have absorbed, 
and you cannot foretell whether it would be more expensive to build 
it than the plant that was built today. 

I think the only thing that you can do is what has been done in this 
act, namely, that it shall be taken into consideration; and we have 
discussed this with the contractors, and they have expressed their 
willingness to take these past payments into consideration in the 
negotiations for the bill. 

They point out that they must also take into consideration the 
expenses to which they have been put in absorbing this power and 
the expenses to which they have been put in building plants to take 
care of the load should the contract be reinstated. So I doubt that 
it is possible at this time to be any more specific than the sentence 
which has been put in the suggested legislation. 

Representative HinsHaw. I have language here which I think is 
inadequate, but it may be better than what is in there. In the first 
place, any such cancellation payments shall be taken into considera- 
tion in the determination of the rate. It refers to payments of 
cancellation costs and any such cancellation payments. That is the 
thing you have to take into consideration. 

Dr. Smytu. It is essentially a substitution for payments for costs. 





— 





=, 


LEGISLATION CONCERNING LONG-TERM UTILITY CONTRACTS 41 


Representative HinsHaw. Yes. 

Mr. Boyer. I see no difference in that. 

Chairman Cote. And the other one is, instead of saying ‘“‘shall be 
considered,” we say ‘‘shall be taken into consideration.” Is that 
agreeable? 

Dr. Smytu. We have no objection to that. 

Chairman Coxe. Are there any other suggestions about the bill? 

Representative Van Zanpt. Mr. Chairman, could we insert lan- 
guage in this bill that would make this particular type of a contract 
subject to review by this committee? 

Dr. Smytuo. Mr. Van Zandt, you have written in Oak Ridge, Pa- 
ducah, and Portsmouth, and any further extension of those plants 
would certainly presumably come to this committee for general dis- 
cussion and approval. It does not appear to me to be necessary or 
desirable to try to get the specific contracts into the bill , 

Representative Van ZAnpr. In the future we may have other instal- 
lations, or another Paducah. 

Dr. Smytu. Yes, but as I understand it, the way the bill is now 
modified, Oak Ridge, Paducah, and Portsmouth are to be inserted; 
is that not right? 

Chairman Cote. Yes. 

Representative Van Zanpt. Then the bill as written will restrict it 
to Paducah, Oak Ridge, and Portsmouth. 

Dr. Smytu. That was Mr. Hinshaw’s suggestion. 

Chairman Cote. On the point Mr. Van Zandt has raised, if such 
a provision were to be inserted in the law, it would be the first time 
that there has been any statutory obligation imposed upon this com- 
mittee to exercise any discretion with respect to the program. 

Representative Van Zanpr. That is because of the peculiar nature 
of this committee. 

Chairman Cour. Before we did such a thing, we would want to have 
it pretty thoroughly considered. 

Representative VAN Zanpt. By pinpointing Paducah, Oak Ridge, 
and Portsmouth, that eliminates the necessity for my suggestion. 

Chairman Cote. We are back on the cancellation of contracts, 
Senator Millikin 

Representative Hinsnoaw. Mr. Chairman, does language embracing 
the last sentence of this subsection (d) enter into the contracts, and is 
it a part of the contracts, or is it merely something that should be 
taken due notice of in connection with the contracts? In other words, 
do you place in the contracts the right of the Government to have 
taken into consideration the payments that they have made, whether 
the Commission or any other agency of the Government shall use the 
the power in the future, or use all of it, or a portion of it? 

Mr. Boyer. We have raised this question with the two companies, 
the Ohio Valley Electric and the Electric Energy, Inc., and they have 
furnished us letters expressing their acceptance of this principle. 
We have those letters, and we would be glad to furnish them to the 
committee. 

Chairman Cos. That is with respect to existing contracts? 

Mr. Boyer. Or the ones that would replace them. You see, this is 
a consideration that they will give if and when we or some other 
Government agency asks them to sell us power from the plants which 
are supplying Oak Ridge, Paducah, or rather in this case Paducah and 
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Portsmouth. I am not sure that I got your question, Mr. Cole, or 
your correction. 

Chairman Cour. The letters to which you have referred as coming 
from the two companies with whom you already have interim con- 
tracts, they accept this modification of the present interim contracts. 

Now, with respect to future firm contracts, it would seem to me that 
this provision of law would be inserted as a part of the terms of the 
future contracts. 

Mr. Boyer. I would see no problem with that. 

Chairman Co.e. At any rate, if it is not inserted, all future con- 
tracts would be subject to that provision of law? 

Mr. Boyer. That is right. 

Representative HinsHaw. Even at that it is such indefinite lan- 
guage that it does not require them to do anything except make a 
different set of calculations to come out with the same end, as far as 
that part is concerned. 

Chairman Cote. At least it is better than the bill was originally, 
which did not touch on that phase of the problem in any respect, and 
I do not see how we can write specific language that can anticipate 
the situations that might exist 5, 10, or 15 years from now. 

Mr. Boyer. I do not see how it can be done. 

Senator Pastors. I am rather new at this, and chances are my 
question is not pertinent, but if a private enterprise utilizes part of 
this productivity after cancellation on the part of the Commission, is 
that to be calculated in the cancellation costs? 

Mr. Boyer. Senator, the calculation of the cancellation costs come 
by a formula which we had set forth, and we would be happy to dis- 
cuss again, if you would like. Then, after we have paid these cancella- 
tion charges, they are free to sell that power to whomever they wish. 
As it was pointed out here, our cancellation cost in the case of the 
Ohio Valley Electric Co. only pays for a very short period of time for 
the demand charges, that is the carrying charges and the amortization, 
and the interest and so forth, even at the most expensive period; and 
it only provides for those charges for 28 months. So that they run a 
substantial risk that their business will not expand as rapidly as they 
had assumed in this case. In that case they would stand to lose 
money. 

If it expands more rapidly than they have assumed, and that 
period exceeds their 6 percent growth in the year, prior to cancella- 
tion, we share with them in the increase over the basis which they 
assumed. 

Senator Pastore. So you do get a benefit from it? 

Mr. Boyer. To the extent that their business grows faster than the 
basis assumed in the contract. 

Chairman Cour. So far as [ am concerned, or so far as I can 
observe, that about completes the discussion on the subject. 

Representative Hinsuaw. Mr. Chairman, section 2 says that “the 
first proviso under the appropriation to the Commission for ‘plant 
and equipment’ in the Supplemental Appropriation Act, 1953, is 
hereby repealed.” 

I do not want to appear facetious, but if you engage in something 
that the Appropriations Committee has also engaged in, you have got 
to have darned good reason for it. Now, I do not know what the 
first proviso is under the appropriation for ‘‘plant and equipment,”’ 
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and whether the Appropriations Committee might want it repealed 
and whether it applies to anything else but this. 

Mr. Boyer. The proviso in the Supplemental Appropriation Act of 
1953 is the proviso that gives us the authority to make this contract, 
or make these contracts, and it is esse ntially the same language as this, 
except that as it will now be written it will limit it to Oak Ridge, 
Paducah, and Portsmouth. 

Now, this referred to the expansion, the first proviso referred to the 
expansion program. We have made it more specific, and we have said 
Oak Ridge, Portsmouth, and Paducah, and we have also made it 
possible to apply it to existing contracts which permits us to use 
language rather than appropriated funds to cover the existing con- 
tracts. As a result of this action, we are making $50 million avail- 
able for application against the 1954 appropriation request and also 
using $10 million which was in the appropriation request, making 
essentially a $60 million revision. 

So this proviso is the portion of the act which gave us the authority 
to make the contracts in the first place, and this amendment essen- 
tially, or this action essentially lifts the $57 million ceiling. 

Chairman Coir. What this bill does is to put into substantive 
permanent law the same provisions that are now contained in that 
provision of the Appropriation Act, except it omits the $57 million 
limitation? 

Mr. Boyer. That is correct. 

Representative Hinsoaw. And also extends the provision to in- 
clude any installations at those three places that may be made in the 
future. Now, the proviso had it limited to the expansion facilities 
provided in these appropriations. That means a specific set of 
expansion things. 

Senator Miuirk1n. Those were the gaseous diffusion plants. 

Mr. Boyer. The proviso said that “provided in connection with 
the expansion of facilities provided in this appropriation, and the 
Commission is authorized,”’ and so on; and we substituted the language 
that we proposed. And as I unde rstand you gentlemen now prefer, 
because of the limitation to the areas: ‘The Atomic Energy Commis- 
sion is authorized in connection with the construction and operation 
of the Oak Ridge, Paducah, and Portsmouth installations of the 
Commission, without regard to section 3679,” and so on, “‘to enter into 
new contracts or modify or confirm existing contracts to prov ide for 
electric-utility services for periods not exceeding 25 years. 

And then we struck out of that proviso, “of not to exceed $57 
million,” and substituted, “as provided in such contracts.”’ 

Chairman Coie. You might advise the committee what discussions 
you have had with the Appropriations Committee with respect to 
the bill now before this committee. 

Mr. Boyer. When we appeared before the Appropriations Com- 
mittee, the subcommittee, of the House, they heard our explanation 
of the need for this, and we then appeared before the Senate sub- 
committee, and Senator Saltonstall took the position that this was 
legislation rather than appropriation action that we were requesting, 
and suggested that we present the bill for consideration to the Joint 
Committee on Atomic Energy. 
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Mr. Phillips also arrived at that conclusion, and so we are here at 
the suggestion of the chairmen of the subcommittees of both the 
House and the Senate which handle our appropriations. 

Senator MILLIKIN. Were there any opinions expressed on the merits? 

Mr. Boyer. We certainly got no impression that there was objec- 
tion to our making the contracts. There was some criticism as to 
the using-funds-available portion on the part of Mr. Phillips. 

Chairman Cous. | should tell the committee that I have collab- 
orated with Mr. Phillips on this bill, and he knows about it, and it 
has his approval, or at least he has indicated no objection to it, and 
he recognizes the adiriowbiliey of doing this by substantive law rather 
than an attachment to the appropriation bill. 

Representative Hinsnaw. Is this the thing that we got all tangled 
up with last year? Is that the one we sent back and forth to the 
Senate? 

Mir. Boyer. No. This was not changed in that discussion, although 
we were concerned about 1t at the time, and certainly the discussion 
on the floor indicated that we should bring it up and get this limita- 
tion, this fund limitation, removed as soon as Congress came into 
session oe rain. 

The CHarrmMan. That $57 million part of the provision was added 
to the pore a bill when it was considered in the House? 

Mr. Boyer. That is correct. 

Chairman Cove. It was offered by Mr. Yates. 

Mr. Boyer. That is correct. 

Senator Mituirkin. I do not have enough knowledge of this really 
to have an opinion on it. I still have the apprehension that maybe, 
maybe, our cancellation liability is too heavy, and I still have the 
definite impression that when we get to talking about a possibility 
of liability of some $300 million, we have to do some pretty darn 
good salesmanship to get it through the Senate. 

Mr. Boyer. If I may comment on that, sir, in order to experience 
the maximum liability, you would have to essentially cancel all of 
these plants at the time of completion. That is just at the time before 
they had been used at all. 

Senator Miiurkin. I understand that. 

Mr. Boyer. And the liability then for cancellation keeps becoming 
smaller and smaller each year, and in the case of the Ohio Valley 
Electric, the cancells whine portion drops out after, I believe, 11 years; 
and the first 500,000 kilowatts capacity of the E lectrie Ene rgy, Ine., 
contract drops out after 8 years, and then that small portion of the 
EEI contract continues on at a decreasing rate. There is the notice 
period that you must give in the case of all three of the contracts. 

Chairman Coxe. You should also point out, Mr. Boyer, that the 
alternative to exposing the Government to this contingent liability 
of that large sum of money is for the Commission to build these gen- 
erating plants themselves at an aggregate cost of, I recall, around 
$1 billion. 

Mr. Boyer. That is right. Approximately half of that is the pri- 
vate plant portion covered at Paducah and Portsmouth; and then there 
is another thing to be considered, Mr. Chairman, and that is that if 
the Government were to build those plants and we were to cancel out, 
then we would have the plants rather than the power companies. 
You would certainly have the problem of trying to dispose of the power 
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from these plants and this is a tremendous amount of power, as you 
can see from various comments that have been made 

Senator Pastore. | do not think Senator Millikin meant that, and 
I think he recognized the fact that you have got to have a cancellation 
clause, but he questions whether you have got the best deal. 

Senator MILuikin. I am not quarreling with the general idea at 
all, and I do not have the technical knowledge to know whether this 
is an exorbitant, and I do not mean intentionally exorbitant, arrange- 
ment to cancel out. JI am wondering whether we should take some 
advice on the subject, and I do not disparage the wisdom of you gentle- 
men at all. I wonder whether we should not get some experts from 
the Federal Power Commission to take a runover on this contract and 
give us their opinion. 

Mr. Boyer. We have already, sir, asked the Federal Power Com- 
mission to review these contracts, and Mr. Yates asked for a review 
of the contracts, and I believe that the testimony on that was included 
in the House record of a hearing that we had 

Senator Miturkin. What is the gist of the testimony 

Mr. Boyer. The Federal Power Commission expressed the feeling 
that the terms of these contracts were reasonable. They certainly 
expressed no dissatisfaction when we had that reviewed with them 

Senator Minirkin. Was the question submitted in terms we are 
discussing? 

Mr. Boyer. The whole contract with the Ohio Valley Electric Co 
was submitted, and their opinion was requested by Mr. Yates 

Senator Miuurkin. Did they give a general opinion or did they 
take questions up? 

Mr. Boysr. They took specific parts up. 

Senator Miiurkin. What did they say about the cancellation part? 

May I say to the Senator from Rhode Island that in a previous 
discussion we took notice of the fact that this, generally speaking, is 
occurring in a heavy power-consuming area or areas, and that even 
if we stopped taking the power, the private companies might be 
able to make a quick substitution of other power buyers, including 
other Government installations of various kinds in the same area 
And so they might come into a very unjust increment unless we have 
a very carefully balanced contract here. 

Senator Pastore. That was the thing that concerned me a little 
bit, whether or not we would get credit for that on our cancellation 
costs if that happened, and I have been told we do 

Senator Miturkrn. No; I hope so, but I do not think so. 

Let me put this question: Assuming we stopped all of the installa- 
tions tomorrow, would there be any discount in the amount of our 
liability because the producer found other customers to take the 
same amount or some part of the power? 

Mr. Boyer. Senator Millikin, the question that Senator Pastore 
asked was essentially that same question, I believe, and my answer 
to that was that the carcellation clause provided for, in the Ohio 
Valley Electric Co. contract, that is the one for the $2,200,000, the 
large amount, provides for the payment of the demand charges, that 
is the amortization and the interest and so forth, for only a short 
period of time. Even in the case of the maximum cancellation liabil- 
ity, we pay that demand charge under the cancellation portion for 
28 months. 
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Now, that is based on their growth of their facilities at a rate of 
6 percent with the portion that surrounds the plant, 50 percent being 
applicable. To the extent that their growth is greater than the 
6 percent, they share with us that erowth on a 50-50 basis, and that 
is the growth prior to the time that the contract is canceled. What 
happens subsequently we do not participate in. I think that is 
the point. 

Senator Minirxin. That is the point, and the thing to be noted 
there, as I see it, is that this growth, we share in the growth formula 
prior to the cancellation, but the ultimate costs here, that might 
come on our back, happen after cancellation. 

Senator Miuurkin. | think that can be weighted out in a contract, 
and there is an estimation of risks on both sides, and if the estimation 
of risks is proper, it is just one of those things if we lose. You might 
have very bad luck, and I am not saying we should not have that 
kind of a contract, but I am not technically qualified to say whether 
we have made a proper estimation of those risks in relation to the 
benefits. 

Mr. Boyer. If I may return to the question I was asked before 
as to what the Federal Power Commission’s comment was on this, 
I think you will find in Mr. Yates’ testimony there that this statement 
appears—they are referring now to the cancellation by the AEC during 
the full scale operation—and I quote: 

Should the load growth in the sponsors’ service area equal or exceed company 
forecasts, it is our opinion that the cancellation charges as provided for in the 
agreement could prove to be excessive. On the other hand, if present forecasts 
prove to be materially too high, the cancellation charge may not be sufficient to 
protect sponsors adequately. 

Senator Mitirkin. There is your guess, as to which way it is going 
to be. What are the estimates of the Power Commission on the con- 
sumption in those areas? 

Mr. Boyer. I have that, and I believe that was furnished to the 
committee; I have it here. The Ohio Valley Electric Corp., there are 
15 companies in that group, in the period from 1928 to 1952, the 
average annual compound rate of growth was 6.4 percent. 

Senator Miiturkin. What do they estimate for the future? If you 
took the northwestern part of this country and applied that same 
formula on rate of growth you would find yourself away out of kilter 
on the actual rate of growth as opposed to an earlier estimated rate 
of growth. 

Mr. Boyer. Yes, sir, and as I pointed out to the extent that this 
growth exceeds 6 percent prior to the cancellation of the contract, and 
if that growth has exceeded 6 percent in the year previous to the 
cancellation, then we share with them on a 50-50 basis, so that to the 
extent it grows faster our cancellation costs are less. So we do share 
in that. 

Senator Pastore. But the thing that bothers me is this: and, of 
course, I am in a field where possibly I know very little about it, my 
experience is when a public utility extends a line for one individual, 
the entire cost of cancellation is included in the rate that is charged 
to that one individual. 

Now, if, perchance, other individuals along that line come into use 
of that utility, that is all prorated so that the rate of that first user is 
cut down. Now, after your cancellation, supposing this company 
makes full use of this new install: ation, why should we not get a credit 
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for it and why should we pay damages on something that inures to a 
benefit to them. Why should it all be concluded at the time th 
cancellation is effected? 

Mr. Boyer. Senator Millikin queried me on that the last time and 
I made this statement: That I feel sure that the power companies 
would be quite willing to make a contract with us in which they would 
give us credit for all of the electricity they were able to sell if we 


cuaranteed them against loss during = entire remaining period of 
the contract. In other words, they are taking a substantial risk when 


they guarantee that the cancellation costs will be no higher than 


provided for in the contract, and they can lose a substantial sum of 
money if we happen to cancel out at a period of a recession or readjust- 
ment when there is no power growth in the area and we have only 
paid them for a short per iod of time for demand charges, at the 
maximum not more than 
months after 11 vears 

In that case, they take the risk of absorbing all of that power and 
all of the demand charges and all of the amortization ol that nvest- 


ment. So I am sure that they would be quite happy if we would take 


a | 
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‘ months and that adrops down to zero 


a “hold harmless clause” contract with them, and they would give us 
all of the benefit of the power that they would sell if we hold them 
harmless from loss. 

[ think this is a fair contract and I do not expect them to get a 
windfall, and [ do not think that—or | hope tne would not be 
unduly penalized. 

Senator Pastore. Even if you did cancel out before you used any 
of these facilities, your cancellation costs would not be 100 percent 
anyway. 

Mr. Boyer. The cancellation costs only cover that portion of the 
cost for power that we call the demand portion, and that is the 
amortization, the interest, and so forth, for that period of time, and 
the maximum case is 28 months. I have a chart here someplace 
with some figures, which I think may be of interest in this connection 

Senator Pasrore. I have the answer unless you wanted to put it 
in the record. 

Mr. Boyer. I did want to get it in the record that after 10 years, 
if the notice is given in the 11th year, then the cancellation cost is 
zero as far as cancellation itself is concerned, but the company figures 
that on the 6 percent rate of growth it will take them the equivalent 
of 14 months in which they have to bear the cost of absorption to 
absorb that power. So that this formula that we have in here does 
not follow fully the 6 percent load growth curve; it is more favorable 
to the growth than a strict application of the 6 percent load growth 
would be. 

Senator MiLuikin. In making your estimates for the future did 
you use the past rate of growth, or did you weight that with some 
extra factors of a larger anticipated rate of growth? 

Mr. Boyer. As I pointed out, over the vears from 1928 to 1952, 
it was 6.4 percent. Over the years 1948 through 1952, it was 9.2 
percent. Now then, to the extent that the growth continues above 
6 percent we will share with them that increase in growth over 6 
percent, and the result of that sharing on the cancellation costs 
would be to reduce them so that we do get, or we will get, the benefit 
if the growth curve is greater. 
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Senator Miturkin. You share the benefit? 

Mr. Boyer. That is right; we will share the benefit. 

Senator Mitirkin. Let us take a wild extreme and suppose that 
this will happen; let us say that we have what we think will be a 
durable assurance of peace in a few years, 3 or 4 years, Now, of course, 
there will be as there always is, an instant reaction in Congress to 
cut out everything that has.a military aspect. In that event the 
benefits that we get out of this preliminary period prior to notice 
would be very short, and to that extent if such an extreme thing 
happened we probably would be confronted with full liability, or 
approximately the full liability, would we not? 

Mr. Boygr. Well, I think it all depends 

Senator MiuuiKin. Of course, if I could say to the Government 
“we will be very glad to pay $300 million if you can get us that 
assurance,” I would also be very happy to say “let us pay it. But 
[ am just looking at the thing in an extreme way to perhaps improve 
my perspec tive on it. 

Mr. Boyer. Well, I find myself coming back, of course, to this 
same point that we share, if the growth exceeds 6 percent and if it 
is below 6 percent they carry the burden. 

Representative Duruam. If you double that to 12 percent, you 
would not pay anything. 

Mr. Boyer. It would shorten the period. 

Senator Miniirkin. Would vou again mind reading what the Federal 
Power Commission said about the contract? 

Mr. Boyer. The one portion that I read there: 


Should the load growth in the sponsors’ service area equal or exceed company 
forecasts, it is our opinion that the cancellation charges as provided for in the 


agreement could prove to be excessive. On the other hand, if present forecasts 
prove to be materially too high, the cancellation charge may not be sufficient to 
protect sponsors adequately. This would indicate, of course, two alternates to 


the formula method of computing cancellation charges 


Senator Miuurkin. That goes directly to the point we are talking 
about. 

Mr. Boyer. That is right 

Senator Mituikin. Let me ask you: a you understand that 
that simply means a projection of the past rate of growth, and are 
their remarks directed to a projection of the past rate of growth? 

Mr. Boyer. Well. their remarks may be directed to that. 

Representative Duruam. You have : 6-percent base. 

Mr. Boyer. We have a proviso in there that takes care of that 
and I do not know that they have given full weight to the fact that 
we get it. I suspect they are saying to the extent that we share 
50-50 they might have some advantage, but it seems only fair that 
there would be a sharing of a 50-50 basis in this growth. 

Representative Duraam. They are holding out the very red lan- 
tern that, in different terms, has been in my own mind on that. 

Senator Pastore. Does it not boil down to this: That without 
this cancellation clause you cannot negotiate this deal any way? 
That is No. 1; and No. 2, if vou do negotiate it with a cancellation 
clause it has to be predicated upon some degree of fairness and this 
vhole thing involves a certain amount of speculation. So whether 
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or not there may be a cessation of hostilities so that you might have 
to cut down this whole activity, you cannot charge it all up to them; 
you have to assume part of that risk, too. 

Senator Miiiikin. I agree completely with what you have said, 
all of the way through, and the question is: Have we got the best 
deal possible under those circumstances? 

Dr. Smytu. There is a further point that I think Mr. Cole is 
familiar with, that if we had to renegotiate at the present time, 
apparently the insurance companies would be tickled to get to have 
a chance to open up the whole deal, because they would now ask for 
considerably higher interest rates than they previously were bound to. 

Chairman Coir. Which would add to the annuel cost by what 
figure, do you estimate? 

Mr. Boyer. It would be about at least $75 to $85 million over the 
term of the contract. 

Representative Durnam. The key to the whole thing is the base, 
that is where you begin. 

Mr. Boyer. That is right. 

Representative DurHam. Now, of course, if vou selected this base 
on fairaess, or whether or not this company earns more in its base 
period than some other company, I do not know. If this is a na- 
tional 6 percent growth of your whole electrical power, this company 
has had a much larger growth than the average company; I do not 
know whether you took that into consideration 

Mr. Boyer. I can explain that, sir. This growth is the growth of 
the 15 companies involved in the supplying of power 

Representat ve DurHAM. But it does not mean the Southwest and 
the Northwest and all over the country; it is just that particular 
group that you are thinking of. 

Mr. Boyrr. The load growth of the 15 companies im this arrange- 
ment, this Ohio Valley Electric Corp. 

Representative Duraam. The whole question is whether you 
selected a base that is too bigh. 

Mr. Boye:. That is right. 

Senator Pastore. Why did you go back to 1928? 

Mr. Boyer. That was Senator Millikin who asked us for the his- 
tory on these and so we found statistics that went back to 1928 and 
we cited those because that avoided some periods of mobilizatioa and 
so forth. 

senator Mi_utikin. And you have some very low production years 
in there. 

Mr. Boyer. That is right. 

Senator Miniikin. Let me ask you this: Would it be feasible to 
get the Federal Power Commission to revise what it said to the fact 
that consideriag reasonable expectations and past history, we think 
this contract is fair as far as the cancellation parts are concerned? 

May I say I am looking forward to the day when we have to defend 
this on the floor of the Senate. When you get into a power question, 
you have to know where you are at or you get into a lot of trouble 

Mr. Boyer. The Federal Power Commission said there was one 
alternate, of course, for the determination of cancellation costs and 
charges and that would be to defer the determination of cancellation 
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charges until the facts necessary for a more precise estimate of possible 
losses to sponsors upon cancellation are known. 

This has some distinct disadvantages and it would postpone for 
future determination the difficult question of ascertaining how much 
the AEC capacity could be absorbed and so forth. It could involve 
litigation, if disputes should arise as to whether or not a particular 
sponsor could or could not assume the costs associated with the 
block of AEC capacity. It may result in higher cancellation charges 
than is provided for in the agreement. 

Then they outline a second method, and the second method would be 
to give AEC the option to purchase outright OVEC properties by 
paying all of its unrecovered costs, in lieu of paying cancellation 
charges. It is our opinion that AEC should be permitted to elect at 
the oe of termination of the agreement either to purchase the prop- 
erty or to pay cancellation charges 

The suggestion was made when we negotiated these contracts origi- 
nally and discussed them with the House Appropriations Subcommit- 
tee, that we explore the sage of paying all the amortization a1 id 
taking control of the plants. We did explore this and we e ‘xplored 1 
vigorously, and the OVEC group would not agree to that possibility. 

Senator Mriiirkin. You would have difficulty with that on the floor 
of the Senate, too. 

Mr. Boyrer. There you have the two alternates which the Federal 
Power Commission reviewed. 

Senator Mriuikrn. Well, it simply is: Would they take another 
look at this and give us a straight answer to the question under all of 
the circumstances, citing past history and reasonable future expecta- 
tions? Do they think this contract is fair so far as cancellation is 
concerned? 

Mr. Boyer. We can ask them. 

Senator Miiurkin. Why don’t you ask them? 

Mr. Boyer. We can ask them. 

Senator Miiurkin. The opinions of the Federal Power Commission 
are very persuasive with some people in the Senate, and it would be 
well to have their support. 

Representative DurHam. I think it would be well to also have the 
committee know what the Federal Power Commission thinks. 

Senator MILurKkin. We are not talking about empty peanut shell 
here; we are talking about real money. 

Representative HrnsHaw. I am very much interested in the yield 
rate of this mortgage that is being purchased by the insurance com- 
panies. What is the stated yield? 

Mr. Borer. The contract, the OVEC contract, is based upon 3% 
percent. 

Representative Hinsnaw. Is that for a 25-year maturity? 

Mr. Borer. Twenty-five-year maturity. 

Representative HinsHaw. Can it be called, any portion of it, 
any time? 

Mr. Boyer. It is to be retired over the 25 years, and I am not 
sure that we have the detail of that. I think it is retired throughout 
the period. 

Senator Pastore. If they bought long-term bonds they could get 
3% anyway, could they not? They are taking a chance on one-half 
of 1 percent. 
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Mr. Boyrrr. They are getting financing, and they are not buying. 

Senator Pastore. The insurance companies? 

Mr. Boyer. Oh, yes, the insurance companies are furnishing the 
money? 

Senator Pastorr. With a yield of 3% percent? 

Mr. Boyer. Yes, sir. 

Senator Pa ASTORE. If they put that money into long-term bonds 
they would get 3% percent anyway. 

Mr. Boyrr. L do not know what the Government mone y is today. 
I gather that the interest rates for this type of financing are higher 
than 3% percent today. 

Representative HinsHaw. About the most comparable thing I can 
think of to this bond is the A. T. & T. bonds. In this case you have 
a utility which, with the exception of cancellation costs, the entire 
output is to be purchased by the United States with a guaranteed 
return of 8 percent on the equity money. So that it is pretty good 
and you get a very nice return. Now, A. T. & T. debentures, | 
think, which are the only thing that they issue, the debentures of ’73 
are selling a point and a half below par which indicates that it is a 
yield basis, I should say, of an eighth more, 3% percent, and this is 
3%4 percent. 

Detroit Edison 3% percent bonds of ’88 are selling for 102, which 
is about 3% percent yield, | would say. 

Senator Mitirxin. What do they? How much? 

Representative H1insHaw. 3% percent, and selling at 102. That is 
35-year maturities. It is 1988. 

Senator Mriuikxin. Mr. Chairman, I am willing to go along with 
this thing, assuming we could get definite assurance from the Federal 
Power Commission they think the contract is fair, with past rates 
and reasonable future expectations. 

Dr. Smyrna. I think last time we discussed this, we mentioned the 
article in Business Week and I have here a copy of it (see pp. 74-78 
in the appendix). I think perhaps Senator Niibkin and the others 
might be interested in the first few paragraphs at least. It opens in 
this fashion: 

One of the biggest Federal expenditures, the Atomic Energy Commission, has 
just nailed down one of the biggest bargains in years. It happened last week 
when AEC signed a contract for the largest power generating system ever built 
in one piece. When a 15-utility combine completes it, 4 years and about $400 
million hence, the new capacity will serve AEC’s latest uranium refinery in Pike 
County, Ohio. It took just under 9 months for the AEC and the companies to 
agree, a record in itself, but power engineers and the bankers who financed them 
will ponder this deal for years, for it will cost AEC about 3.8 mills per kilowatt 
hour, an equivalent of a Brook’s suit for $37.95, and so on. 

I do not know whether Business Week is particularly expert on 
these matters. 

Senator MiLurKkin. Who is the expert on Brook’s suits around here? 

Chairman Cote. I am wondering about the mechanics of handling 
this, since there is not a quorum present which is required to report 
out legislation. I am wondering if it is agreeable to the 7 members 
who are here that we do indicate our approval subject to the provision 
that we get that endorsement, affirmative expression from at least 3 
more members of the committee, and the further provision that the 
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committee receive an assurance from the Federal Power Commission 
that considering all of the factors involved, this is a fair proposition? 

(The exchange of correspondence between the Committee and the 
Federal Power Commission will be found in the Appendix on pp. 
78-79.) 

All of that will be done before the bill is reported to either House. 

Senator MILuikin. I am agreeable to that. 

Chairman Cote. Is there any objection to that procedure? If not, 
we will adjourn. 

(Whereupon, at 4:10 p. m., June 10, 1953, the meeting was recessed.) 





APPENDIX 


UNITED STATES ATOMIC ENERGY COMMISSION 
LEGISLATION CONCERNING Lona-TerRM Utiuitry Contracts 


This legislation provides for the repeal of a provision enacted under the appro- 
priation to the Atomic Energy Commission in the Supplemental Appropriation 
Act, 1953, and the substitution therefor, of the following legislation: 

“The Atomic Energy Commission is authorized in connection with the con- 
struction and operation of the Oak Ridge, Paducah and Portsmouth installations 
of the Commission, without regard to section 3679 of the Revised Statutes, as 
amended, to enter into new contracts or modify or confirm existing contracts 
to provide for electric utility services for periods not exceeding 25 years, and such 
contracts shall be subject to termination by the Commission upon payment of 
cancellation costs as provided in such contracts, and any appropriation presently 
or hereafter made available to the Commission shall be available for the payment 
of such concellation costs: Provided, That the first proviso under the appropria- 
tion to the Commission for ‘Plant and equipment’ in the Supplemental Appro- 
priation Act, 1953, is hereby repealed.” 


JUSTIFICATION FOR PROPOSED LEGISLATION 


In connection with the request of the Atomic Energy Commission for additiona 
appropriations for the fiscal year 1953, transmitted to the Congress by the Presi- 
dent on May 28, 1952 for the expansion of the Commission’s production facilities, 
there were included amounts to provide for contingent cancellation costs under 
contracts to be negotiated for the supply of the electric power required for these 
facilities. 

During the consideration of these estimates by the Independent Offices Sub- 
committee of the House Appropriations Committee, the Commission indicated 
that legislative authority authorizing the Commission to enter into long-term 
electric power contracts with contingent cancellation liabilities would be satis- 
factory as a substitute for the funds requested. The Commission also suggested 
language which would accomplish this purpose. This language was adopted by 
the House Appropriations Committee and the requested funds were deleted from 
the supplemental appropriation bill, 1953. On the floor of the House, the 
language as reported by the committee was amended by inserting a limitation of 
$57 million on the amount of cancellation costs which could be paid by the 
Commission in connection with these long-term-electric-utility contracts. 

The Commission requested the Senate to remove this limitation, pointing out 
that the maximum contingent cancellation liability in these contracts would 
amount to a much larger sum than the $57 million provided. The Senate deleted 
the limitation, but in conference it was restored and included in the bill as adopted 
by both the House and the Senate. The congressional debate on the conference 
report made it clear that the Commission might make tentative contracts for 
power, so long as the liability incurred was not in excess of $57 million and that 
the Commission would be expected to seek congressional action to remove this 
limitation in this session of Congress. (Congressional Record, July 7, 1952, 
p. 9814). The legislation proposed herein is in accordance with that understand- 
ing and would provide the authority for the Commission to assume the full can- 
cellation costs in connection with contracts for the supply of power to the Com- 
mission’s plants at Oak Ridge, Tenn., Paducah, Ky., and Portsmouth, Ohio. 

In order not to delay the expansion program, the Commission has proceeded to 
enter into agreements with two private utilities for supplying power to the installa- 
tions at Portsmouth, Ohio, and Paducah, Ky., with cancellation costs limited to 
$47,500,000; as recognized in the congressional debate these are necessarily 
tentative agreements and provide for automatic cancellation on August 1, 1953, 
if the Commission does not receive authority from the Congress to assume the 
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liability for the full cancellation costs as provided in these agreements. The 
Joint Committee on Atomic Energy and the appropriations committees of the 
House and Senate were advised of these agreements by letters dated October 1, 
1952. (Attachment A.) Contracts have also been negotiated with TVA for 
permanent power requirements at Oak Ridge, Tenn. and Paducah, Kv. 

While the authority contained in the Supplemental Appropriation Act, 1953, 
pertains only to long-term electric utility contracts in connection with the expan- 
sion program, the legislation proposed above would also cover the cancellation 
liabilities under contracts in existence on June 30, 1952, for supplying the base 
program power requirements at Oak Ridge, Tenn., and at Paducah, Ky. The 
Commission had previously received appropriations for the funding of the can- 
cellation liabilities under these contracts, and has presently obligated on its books 
the amount of $50,600,000 for this purpose. By ineluding these contracts under 
the proposed legislation, the amount of the present obligation, $50,600,000, will no 
longer be required and can therefore be applied against the new fiscal year 1954 
appropriation required for the Atomic Energy Commission. Also, $10,900,000 
included in the original 1954 budget estimate submitted to the Congress on January 
9, 1953, for such power contracts will now not be required, and this item can be 
dropped from the new 1954 appropriation request. These adjustments have now 
been provided for in the latest review of the 1954 budget with the Bureau of the 
Budget. 

EXPLANATION OF THE NEED FOR CANCELLATION CHARGES 


The total electric energy requirements of all of the gaseous diffusion plants, 
including Oak Ridge with its additions and the new plants under construction 
at Paducah, Ky., and Portsmouth, Ohio, when in full scale operation will be 
approximately equal to the total energy consumed in 1952 in the States of Ten- 
nessee, Kentucky, and Ohio. Requirements of this magnitude could not be 
supplied from available capacity of any utility systems and therefore large scale 
generating stations are being constructed. These generating stations and the 
necessary transmission lines require expenditures of over $1 billion. 

In the event of cancellation by AEC, during the early years of these contracts, 
more than 4 years would be required before the capacity made available from 
these stations could be fully utilized without displacement of other plants even 
if fairly optimistic load growth conditions prevailed in the areas involved. During 
these vears additional transmission facilities would have to be constructed to 
carry the power to the locations where the new demand is developed. Construc- 
tion of new powerplants underway might also have to be suspended or curtailed 
in order that the load growth of the areas could be used to absorb the capacity 
released by AEC. 

During the period of readjustment, the power suppliers must continue to make 
interest and amortization payments on indebtedness incurred to construct the 
plants, pay taxes, pay for station maintenance and standby costs, and pay the 
costs involved in canceling coal supply contracts or extending the delivery sched- 
ules therein. These continuing fixed costs, for which no other income is available, 
must be provided for either through a gradual reduction in the Commission’s 
power requirements or through the medium of a cancellation payment by the 
Commission. In the case of the private utilities, assurance of such financial 
protection is a prerequisite for them to obtain the financing required to construct 
the facilities; in the case of TVA, assurance of such financial protection is necessary 
since, by law, TVA must provide for regular amortization of its investment and 
is expected to earn a fairly regular return on that investment. (Attachment B.) 
The cancellation payments in the contracts with OVEC, EEI, and TVA will 
permit the companies to meet the fixed costs for specified periods of time. 


DESCRIPTION OF CONTRACT WITH OHIO VALLEY ELECTRIC CORP. 


The Ohio Valley Electric Corp. was formed by 15 utility companies in the Ohio 
Valley for the purpose of supplying the 1,800,000 kilowatts of power which will be 
required for the operation of the new gaseous-diffusion plant now being constructed 
by the Commission near Portsmouth, Ohio, In order to suppy this large power 
requirement OVEC has begun construction of two new electric power generating 
stations for the permanent power supply of the Portsmouth plant. One of these 
with 6 generating units of 200,000 kilowatts each will be located at Madison, Ind., 
and the other with 5 units of 200,000 kilowatts each, at Cheshire, Ohio. The 
capital requirement, including working capital, of these facilities and the necessary 
transmission lines is presently estimated at approximately $356 million, of which 
approximately 95 percent will be obtained by OVEC through bank and insurance- 
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company loans and the balance provided as equity capital by the sponsoring 
utility companies. In addition to OVEC’s investment, coal supplie rs and barge 
companies will make a capital investment of $48 million making a total capital 
investment of $404 million for the power supply for Portsmouth. 

In addition to the delivery of power from the new generating facilities, OVI 
will also supply to the Commission, through arrangements with the sponsoring 
companies, interim power required for the construction and initial operation of the 
gaseous-diffusion plant pending completion of the new electric power generating 
stations. Also, through arrangements with sponsoring companies, OVEC will 
supply from these companies’ systems, the reserve power when needed due to 
outages in the stations or transmission facilities being constructed to serve the 
AKC load. 

Following extensive negotiations, the Commission executed with OVEC on 
October 15, 1952, a contract for the construction of the necessary generating 
facilities and for the supply of power to the Portsmouth installation. The con- 
tract is for a period of 25 years. The Commission has the option of extending 
the contract after the initial 25-year period for 3 successive peric ods of 5 years each 
under terms which will give full credit to the Government for the reduction or 
elimination of interest and amortization charges on borrowed capital during the 
initial term of the contract. 

In order to permit the company to proceed immediately with construction of the 
plants and to obtain its capital requirements, it was necessary to inelude in the 
contract a provision that unless the Commission is authorized, prior to August 1, 
1953, to assume liability for the total cancellation charges whic h may eventually 
become due, the contract will terminate and the Commission will be required to 
pay the company for costs incurred in proceeding with performance of the contract 
up to that date, less the fair value of any materials or construction in place, which 
will remain the property of the company. The maximum liability, however, is 
limited to $40 million until August 1, 1953. 

The rates payable by the Commission are based on the distribution of fixed 
charges and operating costs allocated by the ratio of capacity required to serve 
the AEC load and the total capacity of the plant. Based on present estimated 
costs the electric power rate payable by the Commission for power to be delivered 
from the new generating stations is 4 mills per kilowatt-hour—consisting of a 
‘demand charge”’ of 2.13 mills per kilowatt-hour at 95 percent load factor (equiva- 
lent to $1.48 per kilowatt month) and an “energy charge’’ of 1.84 mills per kilowatt- 
hour, plus the cost of replacements less the credit given AEC for the use of AEC 
reserve capacity. The “demand charge’’ represents fixed charges and operating 
expenses of the company on that portion of the plant and equipment needed to 
meet the Commission’s power requirements, such as interest and amortization of 
debt, insurance, property taxes, fixed return on equity capital, ete. The “energy 
charge’’ represents the cost of fuel consumed in the pamnion of electric power 
and is payable only to the extent power is actually utilized by the Commission. 
These demand and energy charges will be adjusted under the terms of the contract 
to reflect any changes from the estimates—upward or downward—in the actual 
cost of the new generating and transmission facilities, and in operating expenses, 
including coal costs. 

The contract with OVEC is subject to cancellation for the convenience of the 
Government upon 2 years’ notice. In the event of notice of cancellation at any 
time after full scale operation of the new generating stations the Government 
would have the following liability under the contract: 





1. Costs during notice period 


During the 2-year notice period the Commission may continue to receive power 
at the rates provided in the contract. The Commission may also elect, however, 
at any time during the notice period to serve a further notice on the company 
terminating all further power deliveries. In this event, in lieu of the demand and 
energy changes theretofore payable, the Commission would then be liable during 
the unexpired portion of the notice period for a “‘modified demand charge,’’ i. e., 
the demand charge specified in the contract reduced to reflect some savings in 
operating costs due to the fact that the company would no longer be obliged under 
the contract to keep all of the generating units in these generating stations in 
active operation to serve the AEC load. It will be noted that the tables below 
showing the Commission’s estimated maximum liability for cancellation costs 
under the contract are based on the assumption that no power will be used by the 
Commission during the 2-year notice period. 
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2. Cost at end of notice period 

In addition to the above payments during the notice period, the Commission 
would be liable for a termination charge payable after the notice period and com- 
puted in accordance with a table set forth in the contract. This charge is 
expressed in terms of a modified demand charge for a period of months after 
termination which diminishes rapidly from a maximum of 28 months in the 
earliest years of the contract to zero months where notice of termination is 
delivered during or after the 11th year of full-scale operation. 

These termination charges have been computed on the reasonably optimistic 
assumption that the load growth of the sponsoring companies’ systems will con- 
tinue at the rate of 6 percent per year, compounded annually, which is the equiv- 
alent to a doubling of their total peak load approximately every 12 years. The 
contract further provides that in the event that the load growth of the com- 
bined systems prior to termination of the contract actually exceeds the 6 percent 
rate of growth there will be an appropriate reduction in the termination charges 
payable by the Commission. 

The AEC load will represent each year an increasingly smaller percentage of 
the total load of the combined systems of the sponsoring companies, as this 
ratio grows smaller the capacity utilized to provide the power needs of AEC 
can be more rapidly turned to other users. The rapid reduction in termination 
charges during the first 10 years of full operation under the contract reflects 
this fact. The Commission has the right under the contract to make a partial 
reduction rather than a complete cancellation in its power demand. Since 
smaller reductions in power demand could be absorbed more rapidly by the 
utility companies than the full contract demand, the charges are much less for 
smaller reductions. For example, if AEC were to make a partial reduction in 
the amount of one-half the contract demand or 900,000 kilowatts, the maximum 
AEC liability for such reduction is estimated at $51,557,000. 


8. Costs for fuel supply curtailments 

In the event of cancellation, or reduction, it may be necessary for OVEC to 
curtail the delivery of fuel and to pay the costs and fixed charges for extending 
the delivery schedules under these contracts. The contract provides that any 
such costs will be reimbursed by the Commission. The contract also provides, 
however, that the Commission shall have the right to approve the cancellation 
provisions of any contract for the supply of fuel for a term exceeding 1 year. 
Furthermore, the contract obliges OVEC to exercise every reasonable effort to 
reduce these costs to a minimum by continuing long-term fuel supply contracts 
to the fullest amount consistent with the fuel requirements of the new generating 
stations after termination of OVEC’s contract with the Commission, and by 
arranging with the sponsoring companies where feasible to utilize the fuel made 
available as a result of such termination, 


4. Other provisions 

Provision is also made in the OVEC contract for cancellation by the Commission 
prior to completion and full-scale operation of the new generating stations. The 
cancellation cost in such event is reflected in the table below showing the estimated 
maximum liability for cancellation costs under the contract. The cancellation 
costs for termination prior to completion of the new generating stations increase 
roughly in proportion to the amount which has been invested by the company 
in the construction of generating facilities, but do not at any time exceed the 
maximum cancellation costs which would be payable by the Commission for 
cancellation of the contract immediately after completion and full-scale operation 
of the facilities. 

The following is a table showing the maximum estimated cancellation costs 
under the OVEC contract for each year of the 25-year contract term based on 
currently estimated costs of construction and operation. Should actual costs 
be higher or lower than presently estimated the cancellation costs would be 
increased or decreased to reflect such upward or downward adjustment. 
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Table of estimated cancellation costs—Ohio Valley Electric Corp. contract 
AT-(40-1)-1530 dated Oct. 15, 1952 (assumes full-scale operation of generating 
stations on June 1, 1956) 


| | 
| Estimated 























Estimated total 
| | Cost for »ost for Atomic 
Year offull-/ Cancellation | Cancellation | Cost dur- | Cost at end |) crennniy| TePlace- Energy 
scale op- | notice given | is effective ing notice of notice — aa pi ments Commis- 
eration on— | on— period | period = nes during sion 
| _—_ notice cancel- 
period 3 lation 
| cost 4 
ng 1, 1953 0 |5$40, 000, 000 0 0 |$40, 000, 000 
June 30, 1954 Juni 30, 1956 |$19, 872, 000 46, 877,000 | $7,836, 000 74, 585, 000 
June 30,1955 | June 30, 1957 | 47,825, 000 66, 166,000 | 11, 432,000 125, 423, 000 
1 June 30,1956 | June 30, 1958 57, 024, 000 66, 528, 000 14, 448, 843 $1, 635 35, 843 
2 June 30,1957 | June 30,1959 | 57,024, 000 64, 152,000 | 14, 447, 000 1,f 258, 000 
3 June 30,1958 | June 30,1960 | 57,024, 000 59, 400, 000 | 14,071, 000 l 32 130, 000 
4 June 30,1959 | June 30, 1961 57, 024, 000 54, 648, 000 13, 729, 000 l 036, 000 
5 June 30, 1960 Jum 30, 1962 57, 024, 000 49, 896, 000 1 412. OO l 967, 000 
6 June 30,1961 June 30. 1963 57, 024, 000 $2, 768, 000 3 8, 000 1, 635 545, 000 
7 June 30,1962 | June 30 57, 024, 000 35, 640,000 | 12,825. 000 | 124, 000 
~ June 30,1963 | June 30, 7, 024, 000 28, 512,000 | 12 1, 000 802, 000 
9 June 30,1964 | June 3 57, 024, 000 21,384, 000 2, 244, OO , 287, 000 
10 June 30,1965 | June 57. 024. 000 11. 880. OOK 11. 947. 000 486, 000 
11 June 30,1966 | June 7, 024, 000 0 | 11, 683, 000 | 342, 000 
12 June 30, 1967 | June 57, 024, 000 ( 473, OO l 132, 000 
13 June 30, 1968 June 7, 024, 006 ( l ”). OOO l j99, 000 
14 June 30, 1969 une 57, 024, 000 0 7, 047, 000 l 5, 706, 000 
15 June 30,1970 | June 57. 024, OO 0 436. 000 1. 635. OO 62, 295, 000 
16 June 30,1971 | June 30,1973 | 57,024,000 ( 0 1,635,000 | 58, 659, 000 
17 June 30,1972 | June 30,1974 | 57,024,000 ( 1,635,000 | 58, 659, 000 
18 June 30, 1973 June 30,1975 57, 024. 000 635, 000 58, 659, 000 
19 June 30,1974 June 7, 024, 000 0 635. 000 5. 659. 000 
20 June 30,1975 | June 3 7, 024, 000 0 0 1, 635, 000 8, 659, 000 
21 June 30, 1976 Oct 36, S28, 000 ( 1, 057, 000 37, 885, 000 
22 June 30, 1977 do 8, 316, 000 239,000 | 8, 555, 000 
1 Assures that following date of notice of cancellation no energy is taken by Aton Energy Commission 
and that Atomic Energy Commission pays ‘‘modified’’ demand charges—normal demand charges adjusted 
for one-half operating expense less taxes, insurance, and fuel 
2 Assumes no energy taken by Atomic Energy Commission and sponsoring companies during notice 
period and absorption of deliveries of fuel will not be effected until 48 months after date of such noti as 
permitted under curtailment provision fuel-supply contracts 





3 Assumes that replacements up to the maximum liability accrued under contract to date of notice have 
been made prior to date of notice of cancellation 
4 These estimates are based on preliminary assumptions and therefore the figures shown cannot be con 


strued as absolute. Cancellation costs cannot be accurately estimated for years in advance since they are 
based on costs which in turn are based on current construction labor, material, and equipment costs 
Should actual costs be higher or lower than presently estimated the cancellation costs would be increased 
or decreased to reflect such adjustments. 

§’ Amount shown is maximum liability as of Aug. 1, 1953, as specified in contract 


DESCRIPTION OF CONTRACT WITH ELECTRIC ENERGY, IN¢ 


Electric Energy, Inc., was formed in 1951 by a group of five utility companies 
in the midcentral area of the United States for the purpose of constructing a new 
generating station at Joppa, Ill. and of supplying power to the gaseous diffusion 
plant at Paducah, Ky., which had been er by the Congress in the Second 
Supplemental Appropriation Act, 1951. On May 4, 1951 the Commission entered 
into a long-term contract with EEI for the supply i 500,000 kilowatts to the Pa- 
ducah installation, representing 50 percent of the power requirements of that 
installation. The balance of the power was to be supplied by TVA. Construc- 
tion of the new station at Joppa, IIl., containing four generating units of 161,000 
kilowatts each, is expected to be completed by November 1, 1953. 

It is; roposed that the existing contract with EEI be superseded by a new con- 
tract, described below: 

Following authorization by the Congress in the Supplemental Appropriation 
Act, 1953, of a further expansion of the gaseous diffusion facilities at Paducah, 
Ky., the Commission entered into negotiations with EEI for an additional 235,000 
kilowatts, or 25 percent of the additional power requirements for the expansion 
of the Paducah plant. On October 14, 1952, the Commission entered into an 
interim agreement under which EEI agreed to initiate construction of two more 
generating units in the Joppa station to provide the necessary additional electric 
power generating capacity. The interim agreement provides that the Commission 
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will not later than August 1, 1953, subject to necessary legislative authorization 
by the Congress enter into a definitive contract for 25 years superseding the ex- 
isting contract with EEI for 500,000 kilowatts and providing for an additional 
235,000 kilowatts. This agreement further provides that if legislative authority 
is not received by August 1, 1953, the Commission will pay the company for net 
costs incurred in proceeding with performance of the agreement. The maximum 
liability, however, is limited to $7,500,000. The proposed definitive contract 
which has been negotiated in detail, is attached as an appendix to the interim 
agreement and is to be executed in substantially the form of that attachment. 

The Commission has the option of extending the contract after the initial 25- 
year period for such additional period as may be necessary to meet its require- 
ments at the rates provided in the contract adjusted to give full credit to the 
Government for the reduction or elimination of interest and amortization charges 
on borrowed capital during the previous period of the contract. 

The estimated electric power rates payable by the Commission for power to 
be delivered under the proposed definitive contract with EEI from the new 
generating station being constructed by EE! is 4.16 mills per kilowatt-hour. This 
rate consists of a “demand charge” of 2.21 mills per kilowatt-hour at 95 percent 
load factor (equivalent to $1.53 per kilowatt month) representing fixed charges 
and operating expenses on that portion of the total capacity of the new station 
necessary to meet the Commission’s power requirements, an “energy charge’’ of 
1.91 mills per kilowatt-hour to cover fuel costs, plus the cost of replacements less 
the credit given AEC for the use of AEC capacity. The estimated demand and 
energy charges are based on present estimates as to the cost of the new gener- 
ating facilities and operating expenses, including coal costs, and will be adjusted 
under the terms of the contract to reflect any changes—upward or downward—in 
the actual cost of these items. 

Cancellation provisions under the proposed definitive contract with EEI 
differ somewhat in respect to cancellation of the first 500,000 kilowatts of power 
and the 235,000 kilowatts of additional power provided for in the new agree- 
ment. With respect to both amounts, the cancellation provisions reflect, in 
addition to the estimated length of time pequived for the absorption by ‘the 
company of the generating capacity made available through cancellation, an- 
ticipated loss to the company occasioned by the rapid construc ra of its facili- 
ties under pressure of a national emergency at a location not readily suitable to 
the efficient disposition of the power output of the new generating station to 
commercial markets. 


1. Cancellation with respect to 500,000 kilowatts 


The Commission may cancel the contract at any time after full-scale operation 
with respect to 500,000 kilowatts of its total power demand upon | year's notice 
of cancellation. During the 1-year notice period the Commission is entitled to 
receive power at the rates provided in the contract, but is liable only for the 
demand charge in the event that power is not used. It will be noted that in the 
tables below showing the Commission’s estimated maximum liability for can- 
cellation costs under the contract there has been included the demand charge 
for the full notice period. In addition to payments during the notice period, 
the Commission would pay to the company as a termination charge the amount 
obtained by deducting from 28 percent of the actual cost to the company of the 
first 4 units and related transmission lines and other related facilities as shown 
on its books, the amount of company’s long-term indebtedness as defined in 
the original contract which shall have been retired up to the effective date fo 
such cancellation. For the purpose of such computation, the amount of such 
long-term indebtedness to be deducted shall be not less than the amount which 
would have been retired on a level debt service basis, with interest at the rate 
of 3 percent per annum, and a 25-year sinking fund with semiannual payments 
beginning on the June 1 and December 1 next succeeding 1 year after the 
commencement of preliminary full-scale operation. 


2. Cancellation with respect to 235,000 kilowatts 


The Commission may cancel the contract at any time after full scale ope ration 
with respect to the additional 235,000 kilowatts of power upon 3 years’ notice 
during the first 10 years of the contract and upon progressively shorter notice 
periods during the remaining term of the contract. ‘The Commission is entitled 
during the notice period to receive power at the rates provided in the contract, 
but is liable only for the demand charge in the event that power is not used. 
In addition, the Commission is liable for a cancellation charge which diminishes 
throughout the life of the contract. The amount of the cancellation charge for 
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each year of the contract is shown on the table below covering the estimated 
maximum cancellation costs under the contract. 

The cancellation provisions in respect to the 235,000 kilowatts of additional 
power reflect the fact that the problem of the company’s absorbing the additional 
235,000 kilowatts of power is superimposed on the problem which the company 
would have in disposing of the first 500,000 kilowatts of power in the event of 
cancellation of the entire contract. 

Provision is also made in the EEI contract against the possibility of cancellation 
by the Commission prior to completion and full scale operation of the new gener- 
ating station. In the event of such early cancellation by the Commission, the 
Commission is required to reimburse EEI for all costs which have been incurred 
under the contract less the fair value of property or assets with the understanding 
that the deduction for fair value shall not exceed 72 percent of their initial cost 

The following is a table showing the maximum estimated cancellation costs un- 
der the EEI contract for each year of the 25-year contract term, based on currently 
estimated costs of construction and operation. Should actual costs be higher or 
lower than presently estimated the cancellation costs would be increased 
decreased to reflect such upward or downward adjustment 


or 


Table of estimated cancellation cost, Electric Energy, Inc., interim 
( ,O—1 \—1531, dated Oct. 14, 1952 (assumes fu l-scale 


on July 1, 1954) 


FOR CANCELLATION 


operation of aqenerati 


TOTAL CONTRACT—735 


OF 000 KILOW ATT 
































Cancellation Estimated | petimated 

' sin Cancellatior of entire con- Ce Cost at d! eost for re BLL 

Y ear of f 1]l-seale a oe . re ae and y i of notice pl ante | votal AF 
operation on is effective period 2 per i juri aties : n 

on pe j 
( ( $68, 609, 000 000 
1 July 1, 1955 ( $21, 961, 000 6, 973, 000 $579, 000 5, ONC 
1 June 30, 1956 (é 21, 961, 000 731, 000 579, 000 000 
2 June 30, 1957 ( 21. 961, 000 000 79, 000 OO 
3 June 30, 1958 (f 21 1. 000 000 79, 000 wy) 
4 June 30, 1959 ( 21, 961, 000 oor 579, 000 000 
5 June 30, 1960 ( 21. 961. 000 000 579. 000 . 9 000 
6 June 30, 1961 ( 21. 961, 000 2 On 579. 000 6, 242, 000 
7 June 30, 1962 ( 21. 961. 000 ), 474, 000 579. 000 32. 014, 000 
s June 30, 1963 ( 19. 720. 000 6, 144. 000 7, 000 26, 381, 000 
9 June 30, 1964 ( 19. 720, 000 5. 444. 000 517. 000 25, 681, 000 
10 June 30, 1965 ( 19, 720, 000 4. 775, OOF 517. 000 25, 012, 000 
ll June 30, 1966 ( 19, 720, 000 4. 139. 000 5 ww) wn) 
2 June 30, 1967 (é 19, 720. 000 §. ]S8, O00 517. 000 2 00 
13 June 30, 1968 ( 17, 479, 000 , 2 ux 456, OOK 21, 208, 000 
14 June 30, 1969 ( 17, 479. 000 2, 725. 000 456, 000 20, 660, 000 
15 June 30, 1970 ( 17. 479, 000 WO 456, 000 20, 154, 000 
16 June 30.1971 ( 17. 479. 000 56, O00 456, 000 19, 691, 000 
17 June 30, 1972 ( 17, 479, 000 1. 000 456. 000 19, 276, OOK 
18 June 30,1973 ( 17. 479, 000 175, 000 $56, 000 18, 910, OO 
19 June 30,1974 (é 12, 997. Om 795, 000 333. 000 14. 125, 000 
20 June 30,1975 ( 12. 997. 000 506, OOK , O00 13, 836, 00K 
21 June 30, 197¢ 12. 997, 000 275, 000 0 13. 605, 000 
22 June 30,197 12, 997, 000 05. 000 000 13. 4 000 
FOR CANCELLATION OF INITIAL 500,000 KILOWATT DEMAND 
Immediately prior to com- $38, 923, 000 $38, 923, 000 
pletion of generating sta- 
tion, 

1 July 1,1955 } July 1, 1956 $8, , 000 24, 856, 000 211, 000 582, 000 
1 June 30,1956 | June 30, 1957 8, 515, 000 21, 953, 000 211, 000 30, 679, 000 
2 June 30,1957 | June 30, 1958 8, 515, 000 18, 963, 000 211, 000 27, 689, 000 
3. June 30,1958 | June 30, 1959 8, 515, 000 15, 883, 000 211, 000 24, 609, 000 
4 June 30,1959 | June 30, 1960 8, 515, 000 12, 709, 000 211, 000 21, 435, 000 
5 June 30,1960 | June 30, 1961 8, 515, 000 9, 439, 000 211, 000 18, 165, 000 
6 June 30,1961 | June 30, 1962 8, 515, 000 6, 071, 000 211, 000 14, 797, 000 
7 June 30,1962 | June 30, 1963 &, 5, 000 2. 600, 000 211, 000 11, 326, 000 
8 June 30,1963 | June 30, 1964 8, , 000 0 211, 000 8, 726, 000 
a June 30,1964 | June 30, 1965 8, , 000 0 211, 000 8, 726, 000 
iso June 30,1965 | June 30, 1966 8, 515, 000 0 211, 000 8, 000 
11 June 30,1966 | June 30, 1967 8, 515, 000 0 211, 000 8, }, 000 
12... June 30,1967 | June 30, 1968 8, 515, 000 0 211, 000 8, 726, 000 
13... June 30,1968 | June 30, 1969 8, 515, 000 0 211, 000 8, 726, 000 
| June 30,1969 | June 30, 1970 8, 515, 000 0 211, 000 8, 726, 000 


See footnotes at end of table, p. 60. 
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Table of estimated cancellation cost, Electric Energy, Inc., interim agreement AT- 
(40-1)-1531, dated Oct. 14, 1952 (assumes full-scale operation of generating station 
on July 1, 1955)—Continued 


FOR CANCELLATION OF INITIAL 500,000 KILOWATT DEMAND—Con. 


| | l 
























Cancellation | Estimated ; 
Year of full-scale | Cancellation of entire con- | Cost dur- Cost at end cost for re- oe 
operation notice given | tract demand ing notice of notice placements Proce UI: ; 
on— iseffective | period? period _|during notice] 7 celation 
on- | | period 3 cost ¢ 
15... ine ..--}| June 30,1970 | June 30, 1971 $8, 515, 000 | 0 | $211, 000 $8, 726, 000 
16... . -| June 30,1971 | June 30, 1972 8, 515, 000 | 0 211, 000 8, 726, 000 
et ...| June 30,1972 | June 30,1973 | 8, 515, 000 0 211, 000 8, 726, 000 
log ...| June 30,1973 | June 30, 1974 8, 515, 000 | 0 | 211, 000 8, 726, 000 
19.. | June 30,1974 | June 30,1975 | 8, 515, 000 | 0 | 211, 000 8, 726, 000 
20... June 30,1975 | June 30,1976 | 8, 515, 000 | 0 211, 000 8, 726. 000 
bana " } June 30,1976 | June 30, 1977 8, 515, 000 0 211, 000 8, 726, 000 
22... --| June 30,1977 | June 30, 1978 8, 515, 000 | 0 211, 000 8, 726, 000 
| | 
FOR CANCELLATION OF EXPANSION 235,000 KILOWATT DEMAND 
- a miigesdeeciicniaiesemnammainaanmnntiets . ; . 
Aug. 1, 1953 |_. 10 $7, 500, 000 _| 10 $7, 500, 000 
(5) } aia 7 29, 686, 000 “ 7 29, 686, 000 
1 July 1,1955 | July 1, 1958 | $13, 446,000 | 12,117,000 $368,000 | 931, 000 
1 June 30,1956 | June 30,1959 | 13,446,000 | 11, 778, 000 368, 000 | 592, 000 
2 June 30,1957 | June 30, 1960 13, 446,000 | 10,906,000 | 368, 000 | 24, 720, 000 
3 ° --| June 30,1958 | June 30,1961 | 13, 446, 000 | , 053, | 368, 000 23, 867, 000 
4 ....| June 30,1959 | June 30,1962 | 13,446,000) § . | 368,000 | 23,037,000 
5 | June 30, 1960 | June 30,1963 | 13,446,000 | 8, 415, 000 | 368,000 | 22, 229, 000 
6 “a June 30, 1961 | June 30, 1964 13, 446, 000 7, 631, 000 368, 000 | 21, 445, 000 
7 June 30,1962 | June 30, 1965 13, 446, 000 | 6, 874, 000 368, 000 | 20, 688, 000 
8 June 30, 1963 | Dec. 31,1965 | 11, 205,000 | 6, 144, 000 306, 000 | 17, 655, 000 
9 _| June 30, 1964 | Dec. 31, 1966 11, 205, 000 | 5, 444, 000 306, 000 | 16, 955, 000 
De éaile ueGnn June 30, 1965 | Dec. 31, 1967 | 11, 205, COO 4, 775, 000 | 306, 000 16, 286, 000 
ll . ‘ June 30,1966 | Dec. 31, 1968 : | 4, 139, 000 306, 000 15, 650, 000 
12 ‘ ....| June 30, 1967 | Dec, 31, 1969 . 3, 538, 000 306, 000 | 15, 049, 000 
13 ..| June 30, 1968 | June 30, 1970 8,964,000 | 3, 273,000 245, 000 2, 482, 000 
14 June 30,1969 | June 30, 1971 8, 964, 000 | 2,725, 000 | 245,000 | 11, 934, 000 
15 ot June 30,1970 | June 30, 1972 8, 964, 000 | 2, 219, 000 | 245, 000 11, 428, 000 
16 we | June 30,1971 | June 30, 1973 8, 964, 000 | 1, 756, 000 245, 000 10, 965, 000 
17 yas | June 30,1972 | June 30,1974 8, 964, 000 1, 341, 000 245, 000 10, 550, 000 
18 ....| June 30,1973 | June 30,1975 8, 964, 000 | 975, 000 | 245, 000 10, 184, 000 
19 ‘ -| June 30,1974 | June 30, 1976 4, 482, 000 795, 000 | 122, 000 5, 399, 000 
20 ; | June 30,1975 | June 30, 1977 4, 482, 000 | 506, 000 122, 000 5, 110, 000 
Ti sbids chidinn segtanaeed | June 30,1976 | June 30, 1977 4, 482, 000 | 275, 000 122, 000 4, 879, 000 
22 eats sm ce telabi June 30,1977 | June 30, 1978 4, 482, 000 105, 000 122, 000 4, 709, 000 





1 Sum of costs computed separately for base and expansion contracts. 

2? Assumes that following date of notice of cancellation no energy is taken by AEC. 

8 Assumes that replacements up to the maximum liability accrued under contract to date of notice have 
been made prior to date of notice of cancellation. 

4 These estimates are based on preliminary assumptions and therefore the figures shown cannot be 
construed as absolute. Cancellation costs cannot be accurately estimated for years in ad vance since they are 
based on costs which in turn are based on current construction labor, material, and equipment costs. Should 
actual costs be higher or lower than presently estimated the cancellation costs would be increased 
or decreased to reflect such adjustments. 

5 Immediately prior to completion of generating station. 

6 Not applicable. See dates for cancellation of 500 megawatts and 235 megawatts below. 

7 Amount shown is the estimated maximum cost of cancellation for the period immediately prior to full- 
scale commercial operation of all 6 units in generating station. Possible cancellation charges during con- 
struction — have not been calculated since such costs will be dependent on the expenditures made or 
committed to be made less the fair value of the property or assets represented by such expenditures. 

8 This is the estimated cost of cancellation applicable to all 6 generators in the station if notice of cancella- 
tion is given on July 1, 1955, the estimated date of full-scale commercial operation of the generating station. 

* This is the estimated cost of cancellation applicable to the first 4 generators in the station if notice of 
cancellation is given on July 1, 1955, the estimated date of full-scale commercial operation of all 6 units in the 
generating station. 

© Maximum liability as of August 1, 1953, is $7,500,000 as specified in interim agreement. 

! This is the estimated cost of cancellation applicable to the fifth and sixth generators in the station if 
notice of cancellation is given on July 1, 1955, the estimated date of full-scale commercial operation of all 
6 units in the generating station. 


DESCRIPTION OF TENNESSEE VALLEY AUTHORITY CONTRACTS 


The Tennessee Valley Authority has supplied the major portion of the electric 
power requirements of the Oak Ridge area since construction was started on 
these atomic energy facilities by the Manhattan Engineer District in 1943 and 
subsequently expanded in 1949 and 1950. The remaining power requirements 
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of Oak Ridge have been supplied from the Commission’s owned and operated 
generating plant built by the Manhattan Engineer District. 

In 1951, after selection of Paducah, Ky., as the site for the new gaseous diffusion 
plant authorized in the Second Supplemental Appropriation Act, 1951, the 
Commission entered into agreements with Tennessee Valley Authority and 
Electric Energy, Inc., for each to supply 50 percent or 500,000 kilowatts of the 
power requirements of the new site. 

Following congressional approval of the 1952 expansion program, the Commis- 
sion requested TVA to supply the additional power required at Oak Ridge. 
The total Oak Ridge load to be supplied by TVA including requirements for the 
1952 expansion program, is estimated at 1,730,000 kilowatts. 

For the Paducah 1952 expansion, authorized by the Congress in the Supple- 
mental Appropriation Act, 1953, EEI and TVA were requested to submit pro- 
posals. After analysis of these proposals, TVA was requested to supply 75 percent 
of the new power requirements or 705,000 kilowatts and EEI was requested to 
supply 25 percent or 235,000 kilowatts. 

Thus, the total power requirement from TVA for both Oak Ridge and Paducah 
is 2,935,000 kilowatts. The estimated electric power rates payable by the 
Commission for power to be delivered under the contracts with TVA are as 
follows, including cost adjustments to January 1953 conditions: 





Demand | Estimated base rate, mills per kilo- 
Load, charge watt-hour at 95 percent load factor 
megawatts | kilowatt- —— = ——— — 

month | phemand | Energy Total 
a | 700 $1. 00 1. 44 2. 25 3. 69 
Oak Ridge expansion 1, 030 1.15 1. 66 2. 37 4. 03 
Paducah base - - - -. 500 1.13 1. 63 2. 20 3. 83 
Paducah expansion -- J ; 705 1.15 1. 66 2. 20 3. 86 
Paducah combined —_ : 1, 205 1.14 1. 64 2. 20 3. 84 


Provisions for cancellation are part of the TVA contracts for the supply of 
power. In the event power requirements are terminated, the Commission must 
give prior written notice of from 48 to 51 months. During this notice period, 
the Commission has the right to continue to use energy at the rates provided in the 
agreements. If no energy is used during this notice period, the Commission must 
continue to pay the demand charges on a diminishing schedule until the effective 
date of cancellation. The cost of terminating coal contracts entered into by 
TVA for the coal required to generate the energy under the expansion program 
must also be paid by the Commission. The estimated maximum cancellation costs 
for the total of 2,935,000 kilowatts to be supplied by TVA which would be payable 
by the Commission in the event of complete termination of these loads on the 
date of notice of cancellation is shown in the following table. These estimates 
are based on present construction indexes and labor rates and are subject to adjust- 
ment—upward and downward—in the event of change. 


Oak Ridge: 


Base contract - i iit ie: : ‘ ¢iri __ $26, 000, 000 

Expansion contract _ _- ; _ 44, 000, 000 
Paducah: 

Base and expansion contract : 52, 000, 000 

Provision for coal contract cancellation si 4 ee _ 9, 000, 000 

TE ONGR Jl deat eos acer ime ees Si _. 131, 000, 000 


The notice period is TVA’s estimate of the time required to absorb the AEC load. 
During the absorption period TVA, like any utility, is burdened with fixed charges 
and is required by law to repay its investment to the Treasury. This requirement 
is fully explained in TVA letters of May 23, 1952, and January 12, 1953, attach- 
ment B. These cancellation charges have been computed to cover that portion 
of TVA’s fixed and operating costs estimated to be incurred during the absorption 
period for that part of the AEC load which cannot be absorbed immediately. In 
the event it is possible to continue the use of power in accordance with the TVA 
estimated absorption schedule after notice, and reduce AEC requirements to 
correspond, there would be no cancellation cost. 
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ESTIMATED MAXIMUM CANCELLATION LIABILITIES OF ELECTRIC UTILITY POWER 
CONTRACTS AFTER FULL-SCALE OPERATION OF OAK RIDGE, PADUCAH, AND PORTS- 
MOUTH PLANTS 


The maximum cancellation liabilities for these power contracts based on esti- 
mates of current construction costs and current labor costs, if this proposed legis- 
lation is adopted by the Congress, will total approximately $339.2 million. The 
contracts with the power suppliers provide, however, that if these estimated plant 
costs are not realized, the cancellation costs will be correspondingly adjusted. 

The above cancellation charges assume that no energy is taken immediately 
after the notice of cancellation is delivered to the utilitics. The contracts, how- 
ever, provide for the use of power by the Commission up to the effective date of 
cancellation, in which event the total cancellation charge shown above would be 
reduced according to the quantities of power actually used in AEC operations 
during that period. 


(Attachment A) 


Unitrep States Atomic ENERGY CoMMISSION, 
Washington 25, D. C., October 1, 1952. 
Hon. CLARENCE CANNON, 
Chairman, Committee on Appropriations, 
House of Representatives. 

DrarR Mr. Cannon: The Supplemental Appropriation Act, 1953, which ap- 
propriated amounts to cover an additional expansion for the atomic energy 
program contains language authorizing the Atomic Energy Commission to enter 
into long-term contracts for electric utility service in connection with such an 
expansion of the Commission’s production facilities. The language includes a 
provision limiting to $57 million the contingent liability which the Commission 
may undertake to pay as costs of cancellation of these electric utility contracts. 

We advised the Congress at the time of passage of the act that the sum of 
$57 million would not be sufficient to cover the contingent cancellation liability 
which the Commission would be required to assume ultimately in the negotiation 
of contracts for the very large quantities of power required for the expansion 
program, and that the 83d Congress would be requested to remove or revise the 
limiting amount upon the Commission’s presentation of the actual requirements 
for cancellation costs after completion of the power negotiations. We further 
outlined a plan under which the Commission would enter into tentative contracts 
for the supply of its power requirements and would apply the $57 million among 
the various power contracts in such manner that the various utilities could be 
induced to commence construction of the necessary facilities and the aggregate 
liability of the Commission under these tentative contracts would not exceed 
$57 million. The necessity for such a plan of action was recognized by Members 
of the Congress in discussions on our appropriation bill. 

The new U-235 production facilities authorized for construction in the Supple- 
mental Appropriation Act are to be placed in operation as completed. The 
electric power requirements for these initial operations must be secured as interim 
power out of the limited reserves of the interconnected power systems as the 
U-235 production facilities are scheduled to be constructed faster than it is 
possible to construct the new power generating facilities that will ultimately 
supply the need. 

Assuming immediate initiation of power-station design and procurement of 
generating equipment and with construction starting soon and continuing as 
fast as practicable, the interim power requirements for the new U-235 facilities 
probably exceed a total of 1,000,000 kilowatts during the fall of 1954. Delay in 
the power-facilities construction program would, of course, increase these interim 
requirements and, assuming that increased amounts of such interim power could 
be secured, which is doubtful, the cost would be several times the cost of the power 
to be supplied from the new facilities constructed for this use. It was necessary 
therefore to proceed expeditiously with negotiation of power-supply contracts 
so that construction could be initiated. 

The Commission has now completed negotiations with a group of 15 utility 
companies in the North Central area for the supply of 1,800,000 kilowatts of 
power to the new gaseous diffusion plant near Portsmouth, Ohio. The proposed 
arrangements contemplate that these companies will organize a new corporation, 
the Ohio Valley Electric Corp., which will enter into a contract with the Commis- 
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sion to furnish the power required. This company will proceed immediately 
with the construction of the necessary facilities, the ultimate cost of which is 
expected to approximate $350 million. In order to meet the company’s financing 
requirements, it has been necessary to include in the contract a provision that, 
unless the Commission is authorized, prior to August 1, 1953, to assume liability 
for the total contingent cancellation charges which may eventually become due 
under the contract, the contract will terminate and the Commission will be re- 
quired to pay the company for the costs incurred in proceeding with performance 
of the contract up to that date less the fair value of any materials received and 
construction in place, which will remain the property of the company. The 
maximum obligation of the Commission, however, is limited to $40 million until 
August 1, 1953. 

Negotiations have also been completed with Electric Ens re Ine., the su] plier 
of 50 percent of the present power requirements at the Paducah, Ky., plant, to 
furnish an additional 235,000 kilowatts of power by means of an expansion of 








its original facilities which are now approaching completion Electric Energy, 
Inc., will proceed immediately to take steps necessary for construction of the 
added facilities, estimated to cost approximately $55 million. An interim agree- 


ment with Electric Energy, Inc., will also include a provision that, unless the 
Commission is authorized by August 1, 1953, to assume the maximum ecancella- 
tion charges which may ultimately become due under the definitive contract 
which has been negotiated, the Commission will pay Electric Energy, Inc., for 
its costs incurred in proceeding with construction up to that date less the fair 


value of materials received and construction in place, which will remain the 
property of the company. The maximum liability of the Commission will be 
limited to $7,500,000 up to August 1, 1953. 

In addition to these two contracts, the Commission is making arrangements 


with Tennessee Vailey Authority for the supply of an additional 705,000 kilowatts 


of power to the Paducah plant and an additional 950,000 kilowatts required for 
the expansion at Oak Ridge. Since the Congress has provided funds to TVA 
sufficient to permit TVA to proceed with construction of the additional facilities 
required, TVA has been able to proceed with construction without the necessity 
of a contract at this time. No cancellation commitments to TVA will be under- 
taken which would cause the maximum liability of the Commission for cancella- 
tion costs, under all power contracts entered into in connection with the expansion 
program, to exceed $57,000,000 prior to August 1, 1953. 

We hope to execute the interim contracts with Ohio Valley Electric Corporation 
and Electric Energy, Ine., within the next week or 10 days. It is our plan to 
request legislation early in the next session of Congress which would remove the 
limitations contained in the Supplemental Appropriation Act and to make a full 
presentation to the Congress of the terms of the utility service contracts We 
would welcome an opportunity at any time to go over these contracts with you 
in detail. 

Similar letters have been sent to Senators McKellar and Maybank and Repre- 
sentatives Thomas and Durham. 

Sincerely yours, 
Unitep States Atromic ENERGY COMMISSION, 
GoRDON DEAN, Chairman. 

Same letter sent to: Senator McKellar, Senator Maybank, Representative 

Thomas, Representative Durham, 


(Attachment B) 


TENNESSEE VALLEY AUTHORITY, 
Chattanooga, Tenn., January 12, 19538. 
Mr. Rrewarp W. Cook, 
Director, Division of Production, 
United States Atomic Energy Commission, Washington 25, D. C. 

Dear Mr. Cook: You have asked me to summarize TVA’s position on the 
need to include in the contracts now under negotiation between AEC and TVA, 
for power supply for the expansion now under way at the Oak Ridge and Paducah 
facilities of AEC, provisions designed to protect TVA in the event that AEC 
should, without extended prior notice to TVA, discontinue using the power 
capacity reserved for it. 

As pointed out in my letter to Mr. 8. R. Sapirie of May 23, 1952, with which 
you are familiar, the primary reason for such provisions is that they are essential 
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if TVA is to serve AEC on a businesslike basis, and TVA is required by law to 
operate on such a basis. 

There are few fields in which so large an investment is required per dollar of 
revenue as in the case of electric power supply. You have requested TVA to 
supply AEC with 1,735,000 kilowatts of power at Oak Ridge and Paducah for the 
oT programs alone. This will require the construction and reservation for 
AEC of generating capacity and associated transmission capacity costing about 
a third of a billion dollars. TVA is financing ail of this construction from appro- 
priations made by the Congress, but subject to the requirement that the appropri- 
ation be paid back within 40 years. TVA will pay the money back from the 
revenues it receives from sale of the power. The rates proposed to the AEC 
are based on the carrying costs of such investment assuming long years of con- 
tinous operation. To make such rates possible we must have assurance that the 
capacity will be used and paid for year after year, or that in the event of termina- 
tion we will be given adequate advance notice or, if termination is sudden, that 
the capacity costs will continue to be paid during the period in which another 
market is being found for the power. 

Because of the rapid rate of growth of normal power demands in the Tennessee 
Valley area, we have been willing to assume that upon release of the power by 
AEC only a relatively few years would be required before this capacity could be 
absorbed. But in 1955 the AEC loads will be half as large as the sum of all 
other loads on the TVA system, and large as the system is, we would need to have 
a reasonable opportunity to find other uses for large blocks of power released 
by AEC. 

I want to stress here, as I did in my letter ot Mr. Sapirie, that the form of term- 
ination arrangements which we have proposed would not require AEC to pay 
TVA a dollar for capacity it did not use if AEC reduced its load, after reasonable 
notice, in 2 or 3 well-spaced steps during the few years allowed for the absorption 
of the released capacity by other TVA customers. We seek protection only 
against the contingency of a sudden termination of AEC loads. 

Continuation of capacity charges following a sudden termination is a payment 
for a service, the service of making capacity available in the full amount as long 
as it was desired. Essentially this is no different from the regular monthly 
power bill which is also a payment for a service. It would be just as much a 
breach of sound business practice to waive the payment of capacity charges 
where they are due as it would be to waive payment for power delivered and used. 
Such charges therefore go to the heart of the question whether TVA is to operate 
as a business organization. That this is the intent of Congress has been made 
clear from the very beginning. TVA was required by section 14 of the act to 
keep complete account of its costs and to sell power at rates which would make 
the TVA power projects self-supporting and self-liquidating. It is obvious that 
if a third of TVA’s capacity is rendered idle by AEC and TVA receives no com- 
pensation for the idle capacity, the TVA investment cannot be self-supporting 
and self-liquidating. In recent years Congress has gone further and required 
TVA to repay to the Treasury over a 40-year period, from net income, the appro- 
priated funds invested in power projects. It is obvious that TVA cannot comply 
with this congressional mandate if, suddenly, all income is lost from a third of 
its total capacity. There is no suggestion in the provisions establishing the re- 
payment requirement that TVA would be excused from this requirement should 
the national defense establishments of the Government suddenly cease using the 
large quantities of power reserved for them, The AEC load is so large in rela- 
tion to TVA’s total load that if AEC should cancel its power contract without 
providing for reasonable payments to TVA during the period in which the TVA 
system absorbed the capacity thus rendered idle, the impact on TVA’s financial 
position, on its record of sound and successful operation, and on its ability to 
comply with congressional requirements, could have serious consequences, 

It is true, of course, that the payments by AEC to TVA under the termination 
arrangements (like the payment for other power bills) is in a sense the payment by 
the Federal Government from one pocket to another. However, such payments 
enable Congress and the public to appraise correctly the costs of the programs of 
the respective agencies. Without capacity charges during the period of nonuse 
TVA would in effect be assuming costs for a part of the AEC program. If the 
AEC and TVA programs are to reflect their own costs accurately a charge in ac- 
cordance with business standards is essential. The payment of such a charge 
would cost the Federal Treasury nothing in balance. It not only would be con- 
sistent with the financial policies established by the Congress for TVA’s power 
operations but also, since TVA would receive and account under its act for the 
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payment made by AEC, the payment would serve to reflect properly the respec- 
tive costs and income of AEC and TVA. 
I hope this letter will help to clarify this phase of our arrangements. Please let 
me know if there is anything more than we can do to help dispose of this matter. 
Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
G. O. WESsSENAUER, 
Manager of Power. 


(Attachment B 


TENNESSEE VALLEY AUTHORITY, 
Chattanooga, Tenn., May 23, 1962. 
Mr. 8. R. Saprrie, Manager, 
Oak Ridge Operations, United States Atomic Energy Commission, 
Oak Ridge, Tenn. 

DeaR Mr. Saprrie: In accordance with your request, we are writing to sum- 
marize briefly the need for the type of cancellation provisions we have discussed 
in connection with our arrangements for power supply. 

TVA is required by law to carry on its power operations on a sound business 
basis. It is required by law to provide for regular amortization of its investment 
in power facilities and is expected to earn a fairly regular return on that invest- 
ment. Request for funds for additional power facilities are justified to Congress 
on the basis that the power is needed and that its sale would bring in revenues 
adequate to cover amortization and to earn a return of about 4 percent on the 
investment. Our contractual arrangements, therefore, are designed to provide 
the necessary revenues for that purpose. When generating capacity is used to 
supply power, the revenues from the sale of the power cover the earnings require- 
ments imposed upon TVA. When a contract is canceled, it takes time to find 
another market. Cancellation provisions cover charges which should be borne 
by the customer over a reasonable period required by TVA in obtaining another 
market. Obviously, the problem of finding another user for a block of power is 
more difficult and takes longer if the quantities being relinquished are very large. 

Withe the proposed expansion of AEC’s power requirements, one-third of our 
system capacity at the end of 1955 will be devoted to supplying power to AEC, 
This means that if the use of power at your projects were to cease at that time, 
the other loads on the TVA system would have to increase 50 percent to absorb 
the supply. 

The demand charge component in our price to you for power covers costs 
which continue whether the capacity is used or not. Therefore, as indicated 
above, even if AEC suspends power use, TVA must arrange to continue to 
collect the demand charges for the capacity that has been provided, until other 
consumers are found who will take on the obligation through purchase of the 
power. 

The period in which cancellation charges must be collected depends on the 
assumptions made as to the time required to find other markets. In view of the 
record of very rapid growth in use of TVA power, TVA is willing to make very 
optimistic assumptions as to the development of new markets in fixing limitations 
on AEC’s obligations. 

In order that AEC may know the extent of its obligations so that provisions can 
be made to meet them, it is desirable to establish a schedule for reduction in the 
contract demands following notice of cancellation. However, it is also desirable 
to permit somewhat more rapid reduction in the contract demand, if favorable 
circumstances should make that possible for TVA, and to recognize that the 
schedules probably can be modified to advantage by agreement when the time 
comes. 

You understand, of course, that the form of cancellation charge which has been 
suggested would not require any payment from AEC for capacity it did not use if 
it tapered off its load over the period of years required for the absorption by other 
TVA customers of the capacity contracted for by AEC. Cancellation charges are 
payable only in the event of an abrupt reduction or termination of AEC opera- 
tions. 

Please let me know if you would like any additional or more detailed informa- 
tion. 
Very truly yours, 
TENNESSEE VALLEY AUTHORITY, 
G. O. WESSENAUER, 
Manager of Power. 
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Total United States electric energy requirements based on commodity and use 
classifications 


[Billions of kilowatt-hours] 


Manufacturing 
Chemical 

Iron and steel 
Nonferrous metals 
Rubber products 
Paper and allied products 
lextile mill products 
Food processing 
Stone, clay, and glass 

ransportation equipment 
Petroleum and coal products 
Machinery and electrical machinery 
Lumber 


All other manufacturing 
Manufacturing, total 


I xt 
Oil and gas line pumping 
Irrigation pumping (large) 
Large industrial power 
Government and public authorit 
street lights, railroads, ete 

ind small power 
| and rural 





Used energy, total 
Losses and unaccounted 


Gross requirement at source 
Less self-generation by industry 


lotal generated and produced by all electric utilities 
lotal generated and produced by class | utilities (97 percent of above 


Total gaseous diffusion plant consumption 
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Electric energy consumption—Selecte S ] 
gaseous diffusion plant us 12 months ended D 
tion) 


United State 





4 
Tennessee (Oak Rid 8. 381. 32 O70 
Ohio (Portsm« } 9 ‘4 ‘ 
Kentucky (Paducal } 5 16. 144. 68 
tal ulti 
rwy ; ' 
‘ 


City and State: 
California 29. 091. 87 81 6 
Los Angel ) 





San Francisco 906, 185 27 
Coloradk 9 ( 19 
Denver 

{ 
& . ) 
37 
+ 1 

) 

( 
g 
g 
Assumes full-scale operation and 100 percent load factor 
2 Sale ennessee were 14,093,664 MWH. OROO purchased 5,712,340 MWH, k 8,381,324 MWH 
for sales to other ec umer 


Source: Ultimate consumer data from FPC 
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FROM AEC DISTRIBUTION 


INTEREST 


AND AMORTIZATION 


RETURN ON EQUITY 


OPERATING EXPENSES 


TAXES 


FUEL AT 19.62¢ 
PER MILLION BTU 


OTHER 
TOTAL AEG 


$20,138,000 


1,544,000 
7,846,000 


2,658,000 


27,546,000 


$51,000 


$59,983,000 


MILLS 
PER 
KWH 


‘38 


63 


4.00 





ERM UTILITY CONTRACTS 









Ze7eZeZar 

LOO 

LB GF. 

ee : 

Co i ee oe eee 
S3SINVIWOD ONILVdIDILYVY 40 


NYUNLIY ALINOZ HLIM NOILVYOdHOD 21419379 AIIIWA OIHO 
JO ALINOFZ NO NYNL3Y 4O NOSINWWOD 








ALINOZ"Z NO NYNL3SY 1N3983d 


iu 


MAT 


y 


; \ 
os 


OH 


400 


300 }— 


LvVu3d0 3 1V9S 114 40 ONINNIOZS 


$s6! Of JNNT 


S6i ‘OE 3NNr 


€S6! ‘| ssNONny 


sh 
g 


° 
2 


on 


Su¥v1100 40 SNOITIIN 





50 


100 


s 








OST OF CANCE ' ¢ 


POWER AGREEMENT WITH 
OHIO VALLEY RIC CORPORATION 


aoe ‘] 





eye 
* 


. eet ae — 


nes to De supped Dy OV ers 


a ost of end of notice period 


Ty 


iss Cost for fuel supply curteiime 
emand chorges ond maximum estimated replacement 
costs payobdie during notice period 
These chorges assume AEC does not toke any energy 


during notice period 


a See $$$ 





® 9 0 WI 5 4 & 6 I7 8 © 2 2 22 
DURING FULL SCALE F N IN WHICH NOTICE OF TERMINATION IS GIVEN 


February, 19535 














, ’ 
a 
a 
1 

uJ 

; 

uJ 

on 

5 

> wW 

‘ 

U 4 

a 

r> 
“i <a 

a , 

= © 

T 

oO 
, 

~ : 


se Soe Da a a i ti ti om eh 








a ed de til tots 


dh tt 





f sD a a a a 


| 
- _ - s - A 


rr 
UU 
5 
f) 
o 


© N ~ 


vy) 
I 
- 
< 
= 





> 
b 
4 
MO 
<a 


STIMATED 


w 


VY 
<a 
a 
aq 
© 


© 


lJ 
Ww) 
a 


lal 


& 


& 


ws 
a) 
a 








LEGISLATION CONCERNING LONG-TERM UTILITY CONTRACTS 7] 


Ohio Valley Electric Corp —Comoparison of cancellation charges th stimated 
ability of OVEC te absorb released capacity 
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iness Week, October 25, 1952] 


AEC Buys a $400 MiILLIon PackKAGE or PowER 


One of the biggest Federal spenders—the Atomic Energy Commission—has 
just nailed down one of the biggest bargains in years. 

It happened last week when AEC signed a contrs 
generating system ever built in one piece. When a 
it 4 years—and about $400 million—hence, the ne 





t for the largest power- 
tility combine completes 
pacity will serve AEC’s 
latest uranium refinery, in Pike County, Ohio (Business Week, October 18, 1952, 
p. 36). 

It took just under 9 months for AEC and the companies to agree—a record in 
itself. But power engineers and the bankers who finan¢ 








e them probably will 
ponder this deal for years. For it will cost AEC about 3.8 mills per kilowatt- 
hour—the equivalent, say, of a Brooks suit for $37.95 


Power problem 


“ 


AEC’s problem, when it decided to spot its third huge gaseous diffusion plant 


on the Ohio River or a tributary, sonewhere between Louisville and Parkers- 
burg,” didn’t arise from the complexity and sheer bulk of the separation plant 
itself. That problem was licked in the early forties, at Oak Ridge. Instead, the 


real stinger lay this time in power. That was because 

The biggest one-shot block of power in history was required—faster than it 
could possibly be built. The speed was demanded by two things: national security 
and the fact that you can build a separation plant faster than you can install 
power to serve it. 


The power supply has to set a new standard of dependability. Here again, 





national security is a factor, but more important: A separation plant must operate 
continuously 98 percent of the time, year in and year out But no one ever has 
operated a single-purpose system of such magnitude on such a basis 

The power had to be che Every mill pet wa uns $15 million 





per year on the power bill. 
Finally, the power supply contract had to be totally flexible, cancelable at any 





time. That’s because a major s iftint nology ight obsolete the gaseous diffu- 
sion process almost any year. Or world pea ight « 1 +} need for so mal 
atomic arms. Either develop t could ve A] pretty useless 25-year 
power contract. 
I. NEED}! THE IMPOSSIBI 

Those wert Li! ih p \ a group of utilit en 
last January itilit yu 1 a d propositior 
On July 7, C : he authori und funds—it needed for 
the project. { ' nmission decided ut J County. Ohio. would 
be the lucky winner of the latest atomic bo \W t men got their 
prospective load center thus pinpointed, they could reall ar their cost-cutting 
pencils. Last w k’s contract s ywed yw Se the ivured 
In at the start 

Sponsoring companies of Ohio Vailey Electric Corp. are: Cincinnati Gas & 


Electric Co., Columbus & Southern Ohio Electric Co., Dayton Power & Light Co 
Kentucky Utilities Co., Louisvi Ga BE) e Co., 1 1 I ina Ga 
Electric Co., Toledo Edison ¢ Appal n Ele ic Pow Co.. Indiana & 








Michigan Elec Co., Ohio Power (¢ Monongahela Power Co., Potomac 
Edison Co.., West Pe n Power ( A io Ediso TO., a 1 Pe lvania Power Co. 
Of these, Appalachian, Ohio Power, and Indiana & Micl are subsidiaries 
of American Gas & Electrie Co.; Monongahela Power, Potomae Edison, and West 
Penn are subsidiaries of West Penn El ie Co.; and Pent lvania Power is a 
subsidiary of Ohio Edison. Under a Securities and Exchange Commission ruling 
the holding companies will hold t stock subseribed to by their subsidiaries. 
That’s because OV EC itself will have a subsidiary, the Indiana-Kentucky Electric 
Corp., to operate 1 of the new powerplants, and SEC won’t allow a 4-level company 


under the Holding Company Act 
Hazards show 

By comparison with manufacturing, the utility business tends to be relatively 
risk-free. AEC’s proposition, though, was anything but that—principally 
because the companies had to be prepared on any given day to take over and 
absorb in their own systems the 2.2 million kilowatts of generating plant AEC 
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wanted built. And the 2-year cancellation notice AEC agreed to wasn’t a complete 
safeguard for 2 reasons: 

When the new capacity starts operating, it’ll be about one-fifth of the combined 
load of the 15 companies. Power demand has been swell for a dozen years, but 
not quite that swell. ; ' 

More important, the utility business must constantly build ahead. And since 
today, it takes more than 2 years to get a new turbine-generator operating after 
you decide to install it, a 2-year cancellation period inevitably will catch you 
already committed on the expansion you believe you need. ; 
Another jolt 


As they pondered the risk—which could mean that the companies could lose 
as much as $70 million despite substantial cancellation payments by AEC—the 
utility men got another stiff dose: AEC wanted them to do the job virtually for 
nothing . 

[t wasn’t that AEC was being Shylocky. It was simply that the whole proposi- 
tion was going to be so fabulously expensive that AEC insisted every cost be cut 
right to the bone. In power generation, fixed investment is so great that the cost 
of money is a major component of power cost. That made AEC demand the 
lowest possible investment consistent with the safest and most efficient possible 
plant. And AEC demanded further that the funds be raised at the cheapest 
possible interest cost. 

The cheapest possible financing, of course, would have been complete Federal 
financing. But AEC didn’t want that. The next cheapest was mortgage bonds. 
And on the security of a Federal contract, the big institutional investors would 
lend as much as 95 percent of the money at as low as 3.75 percent. But since 
the power contract had to be cancelable at any time, the borrowing companies 
would have to raise cash to scale down so large a debt ratio if and when can- 
cellation came. 

The solution 

The answer finally came through a special application of bank credit. A 

number of insurance companies agreed to lend up to $360 million, 82 percent of 
the total financing, at 3.75 percent for 25 years. A somewhat larger group of 
banks agreed to lend $60 million, 13.6 percent of the total, at 4 percent, to be re- 
tired in 10 years. The 15 companies were to put up $20 million, 4.4 percent of 
the total, at a return of 8 percent. 
» Ordinarily, conventional electric-utility financing would let a company earn, 
say, 6 percent return on depreciated investment. That might break down about 
this way; 10 percent on about 35 percent of its investment; perhaps 4.5 percent 
on 15 percent of the investment; and say, 3.5 percent on half the investment. 
Thus, when AEC limited the OVEC companies to 8 percent on 4.4 percent of the 
investment, it was awarding them no melon. 


Il. WHY ASK FOR TROUBLE? 


To a normally conservative utility man, such a proposition would be ridiculous 
at first glimpse. Still, the executives of the 15 companies bought it—and they’re 
pretty proud of the bargain. Equally imposing, they talked a lot of pretty hard- 
boiled financial people into getting up the cash. On both counts, a body might 
reasonably ask: For heaven’s sake, why? 

Obvious 

The answer, really, is pretty simple. 

AEC was going to dump a 1.8-million-kilowatt load right into the territory these 
companies serve. Somebody was going to have to serve it; who better than the 
people whose business is to generate and distribute the power in that area. 

Further, the Pike County load presented a whale of a professional challenge. 
And that was a natural for this group. It has done much of the significant power 
pioneering that has been done in this country during the last 15 years. : 

For example, each is a member of the largest interconnected power pool in the 
world, covering 24 States in which something less than half the United States 
generating capacity is located. This pool is really a combination of smaller 
power pools. The biggest of these smaller pools covers the area served by these 
15 companies and several more. 


Mass guaranty 
Because they’re part of the pool, the 15 OVEC companies can guarantee to 
. . ‘ * ‘ : 7 
provide a 15-percent reserve-capacity margin for the Pike County load. AEC 
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gets the protection free, will pay only incremental operating costs if it uses the 

capacity If vou had to build that 15-percent reserve from seratch. vou’d add 

$40 million at least to the cost of the svstem (Actually, the OVEC svstem 

will have a 15-percent reserve component in it When so important a plant 

operates at so high a load factor, the conventional 15-percent reserve isn’t enough 
» AEC will have 30-percent reserve, half coming from the pool 





Shock absorber 
The pool will carry a 465-000-kilowatt interim AEC load, between the time when 


the separation plan is finished and the OVEC system can be built. That gains 
AEC perhaps 2 years. And, finally, if the pool weren’t there as a shock absorber, 
AEC could never have got the cancellation clause it needed No single system 


could possibly absorb 2.2 million kilowatts 
Pioneers in the field 


The three American Gas & Electric subsidiaries participating have done con- 
siderable pioneering which helped achieve that 3.8-mill rate for AEC They 


have been leaders in the utilitv industry’s march to higher temperatures and higher 
pressures in the generating plant These yield greater thermal _ tiency Just 
prewar, the industry averaged 1.38 pounds of coal (adjusted to 13,100 B. t. u.) 
per kilowatt-hour. 

lhe best machines on these svstems now whose designs will be used to hasten 


Pike County—will average 0.70 pound per kilowatt-hour on the same basis 


When you convert that fuel saving, at 17.5 cents per million B. t. u., it comes out 
to better than 1.5 mills per kilowatt-hour. Then remember that every mill per 
kilowatt-hour adds $15 million per vear to AEC’s power bill 

Finally, such mass generation means mass transmission of power. Transmis- 


sion engineers know that the power you can shove through a given line rises 
roughly with the square of the voltage, although cost doesn’t rise nearly so fast 
So effective mass transmission demar nds the highest useful voltage. Late next 
year, A. G. & E. will put the first leg of a 330-kilovolt line into operation With 
one exception, the heaviest United States transmission today is at 230 kilovolts 


OVEC will use 330 kilovolts 
Ill. THE KEY: CHEAP FUEI 


For all the pioneering these companies have done, the really cheap p ower that 
AEC needs remains dependent on the price of raw energy For OVEC, that 
means coal. When it’s in full operation, OVEC will burn 7.5 million tons per 
year. That will represent between 75 percent and 80 percent of OV EC’s operating 
cost. Thus, it just has to be cheap. 

OVEC figures on fueling its 2 generating plants for 17.5 cents per million Btu. at 
the powerplant. That’s cheap coal on any utility system. To get it year in and 
year out will really take some doing 

That’s why OVEC is still scratching its head about exactly where to put the 
2 generating plants it will build—1 in Ohio, 1 in Indiana. The answers will be 
out any day, for it is hoped ground will be broken within a month. Wherever 
they prove to be, the site will represent the tightest possible calculation of costs 
both extraction and transportation. Getting the coal out cheaply will be the 
problem of the mine operators. Getting it to the stations will ii OV EC’s problem. 


Two roads to coal 

Because of the magnitude of OVEC’s coal requirements—and their long life 
span—OVEC decided it had to build two plants. 

By taking 2 plants in 2 States, OVEC laid open 2 combinations of the finest 
coalfields in the country. The Indianastation, where six 200,000-kilowatt turbine- 
generators are expected to be installed, will draw on the fields of southern Indiana, 
southern Illinois, and western Kentucky. The Ohio plant, witl units, will 
tap the fields of southeastern Ohio, West Virginia, western Pennsylvania, and 
eastern Kentucky. Both plants will be open to barge delivery. 





Utopia 

Both these fields are crowded with coal operators who ought to drool over the 
possibilities of the OVEC market That’s because it’s big and it’s long term 
That kind of market lets a coal operator make the heavy investment required for 
a thoroughly mechanized mine. And that kind of mining lets an operator boost 
output very substantially, indeed. With mechanization, the operators can 
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absorb a lot of the heavy wage boosts which are claimed regularly by the United 
Mine Workers. 

And such absorption will be vital to both OVEC and AEC, for that 3.8 mill 
rate is loaded with escalator clauses, and every mill it rises will add $15 million 
to the national tax bill. 





JUNE 11, 1953. 
Hon. JEROME KUYKENDALL, 
hairman, Federal Power Commission, 


Washington, D. C. 


Dear Mr. KuyYKENDALL: I enclose a proposed revision of H. R. 4905. This 
bill provides authority for the Atomic Energy Commission to enter into long- 
term power contracts for the gaseous diffusion plants at Oak Ridge, Tenn.., 
Paducah, Ky., and Portsmouth, Ohio, and to pay cancellation charges under the 
contracts from currently available funds and future ap propriations. 

It would be most helpful if the Federal Power Commission could give the joint 


~ 


committee its assurance that, taking into account all considerations, including the 
Commission’s past negotiations for these contracts and reasonable future expecta- 
tions, the contract is fair to both the Government and the power company insofar 
as the cancellation provisions are concerned. 

The joint committee is interested in three specific contracts: The contract with 
the Ohio Valley Electric Co., the contract with Electric Energy, Inc.. and 
contract with the Tennessee Valley Authority. It is desired that your comments 
on this matter be available to the joint committee forthwith, in order t! appro- 
priate action may be taken in this session of Congress. 

Sincerely yours, 








STERLING CoLe, Chairman. 


FEDERAL PowreR ComMISSION, 
Washington 25, June 23, 1958. 
Hon. STERLING COLE, 
Chairman, Joint Committee on Atomic Energy, 
House of Representatives, Washington 25, D. C. 

Dear CONGRESSMAN Coe: Your letter of June 11, 1953, states that it would 
be most helpful to the Joint Committee on Atomic Energy if the Federal Power 
Commission could give its assurance that the cancellation provisions in the Atomic 
Energy Commission’s long-term contracts for the purchase of electricity for the 
gaseous diffusion plants at Oak Ridge, Tenn., Paducah, Ky., and Portsmouth, 
Ohio, are fair to both the Government and to the power companies. Pursuant 
to this request, the Commission has carefully reviewed the cancellation provisions 
in the contracts of the Atomic Energy Commission with Ohio Valley Electric 
Corp., Electric Energy, Ine., and Tennessee Valley Authority. 

The quantity of power provided for in the contracts in question is without 
precedent in this country. In total, they provide for the furnishing to AEC of 
over 5.5 million kilowatts calling for a gross investment of about $1 billion in 
new generating and appurtenant facilities. Certain of these facilities are larger 
than any steam-generating facilities heretofore constructed in this country. 

The co! struction of large power facilities to serve a singl » customer for 
use in a highly specialized manner necessarily involves considerable financial risk. 
Obviously the Government could not ask the power companies to assume such 
risk without reasonable protection in the event of premature termination of the 
contracts. The Government likewise must be protected against excessive can- 
cellation charges which mie t result in windfalls to the suppliers. In addition, 
because of the character of the business of the sponsoring power companies— 
their pul lic ¢ é lling—ca ‘e must be exercised so as not to impose an undue burden 
on the public as represented by their general customers. Under the circumstances, 
therefore, the principle of requiring cancellation charges in the event of premature 
termination of the contracts is sound, In fact, it is standard procedure to provide 
for cancellation penalties with respect to the sale of large blocks of electric power, 
particularly for specialized uses. 

Because, however, of the unprecedented size of the contracts and the special uses 
of the elec tric power, there is not a great deal in the way of experience to assist 
the Commission in judging the reasonableness of the maximum amounts of the 
cancellation charges. The best Assurance that adequate, but not excessive, protec- 
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tion would be afforded the power companies would be to defer the determination 
I ny : 


of the cancellation charges to the time of cancellation when the abilitv of the 
power companies to absorb the large amounts of generating capacity released 
through premature termination would be known. While this principle is sound 
in theory, it has certain practical drawbacks. One of these drawbacks would be 


the lack of definiteness and certainty associated with the present agreements. 
Contract provisions relating to determination of the ability of the sponsori 
companies to absorb capacity at the time of termination, that the resulting los 
to the sponsoring companies, would necessarily be comple neertain, and more 
than likely in the event of cancellation would lead to litigation. Under such an 
arrangement if the load growth in the suppliers’ areas be below present forecasts, 
cancellation charges might be higher than those provided for in the contracts. 
It appears, however, that the estimates of future load 

Considering all the factors involved in t 
the Government to incur at this time the full capital outlay for the power facilities 
if agreement cannot be reached with the power companies, it is our opinion that 
the cancellation charges on the whole are reasonably fair to the Government, to 
the power companies, and to the public. 

Sincerely yours, 








are rea ic, 





sonal 
the necessity for 


JEROME K, KuyKENDALL, Chairman. 





